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ABSmAOT 

MONETARY POLIOY AND THE SALES FINANOE nrnusm,y: 
THE OANADIAN EXPERIENCE, 1953-1962 

by Abraham Tarasofsky, 

:noctor of Phi10sophy', 

Department of Economics and P0l1tica1 Science, 
McGill University. 

',: ' 

The procyclical and potential1y misallocative and destabilizing 

demand for co'mmodi ty :lnstalment credit is higbly interest-ine1astic, 

and therefore virtually imnnlne to conventional restrictive monetary 

policy. It vas constrained during World War II and the Korean War by 

the regu1ation of dom payments and repayment int...-uwva1s. Theae devic8s 

vere inapplicable during the mid-'fifties, so the acutely inflation­

conscious Bank of Oanada attempted to reduce the loanable f'unds of the 

sales finance industry by curtail1ng i ts bank credit. The attempt fai1ed, 

because the abovementioned interest-inelasticity enab1ed the industry to 

u tiliza nonbank monay sources. During the late-' fifties the Bank at 

1east acqu:tesced in another such curtailment by the chartared banks 

while they invaded the industry' s pr.i.mary lending fields on a large 

scal~. These events strangthened. exist:lng diversification tendEllcies 

witbin the industry, and may have increasad thereby its vulnerability 

to the disturbances that shook it during the mid-'sixties. 
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PREF.AOE 

Monetary authorit.ies have tradit1onal17 regarded the phenomenon 

of commodity. instalment credit as a potential source of ditficulty in 

the e:xscution of monetary policy" espea:l.ally during times of high demande 

Until the miel-' fittie s" however" the policy-makers at the Bank of Oanada" 

like their counterparts elsewhere" had alvays confined their efforts to 

regulate it to the impositlon of m1n~mum dom pa,ments aDd maximum 

1'epS1Dl8nt intervals. Then a new approach vas adopted-the terms ot 

commodi ty instalmen t cre di t vel'e lett undisturbed" but a concerted 

attempt vas made (and justified in terms of the recently-formulated 

GUr1ey-Sbaw thesis)" to restrict the lending capacity of 1t8 predominant 

purveyor" the sales finance 1ndustry'. Since this stu~ 1s" .!!!..19.!!Sh an 

ana17sis and evaluation of tbis technique" on the above occasion and on 

a later one wben substant1ally analogous evants occurred" 1t ma:v be 

presented as sn original effort concerned vith unprecedented Oanadian 

experiences. 

There ls another aspect to be mentioned bere. The presumptlon 

has long been commonplace" but untested" that" iDasnuch as the cen wal 

bank' s basic role ls to "lean" against the cycllcal trend of total 

spending while those of the other f:inanclal :institutions ls to facili tat.e 

1 t" t.he1r directional influences must necessar11y oppose one· another. 

It seems likely that one reason for the faUure of. economists to 

investLgate this presumpt.lon" 111. th respect to Oanadien eJq>enence at 
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least, bas been the unavailabru ty ot an objec't-i. ve system ot identif'ying 

the thrust of Oanadian monetary policy :ln terms ot sufficiently amall 

temporal units. Harry G. Johnson and John W.L. W:lnder theretore made a 

very useful contribution lIhen, under the aegis of the Royal Oomission 

on Banld.ng and F:lnance, they constNcted precisely such a classiticatory 

system, coverJ.ng an intenal slightly longer than the one reviewed 

hereiD. By utiliz1ng their work to examine this presumption in relation 

to a specific group of f'inancial institutions this study has thus acquired 

a secondary element of Or:l.g:fnal1 ty. 

Dr. J • .1. Galbraith, Head, Department of Economie Research, Royal 
.. 

Bank of 08l1ada, provided essEiltial assistance with the initial conception 

ot this study, and also made help.tUl. comments at an in"t-ermediate stage. 

i'he Librarian and staff of the librarr of the Royal Bank made available 

much data and provided facilities .tor exam1ning than. Kr. O.H. Bray, 

Executive Vice-President, Federatad COUDeil of Sales Finanee Companies, 

was tirelsss in ass1sting the gatherlng of induat17 data. Dr. J. Singer, 

of W.A. Beckett Associat8s, 8180 reDdered generous assistance in tbis 

regard, as did Mr. A. Labatt, of McLeod, Young, Wier and Co., and 

Kr. K.Inch, of Indllstrial Acceptance Corporation Ltd. Several 

indi vidlla1s wi th1.n the financial commnni ty kindly granted interviews 

and provided usef'al information on a not-for-attributlon basis. 

Professer A. As1.Jllakopulos Sllpervised the work, and gave of himself at 

every stage. 
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mmOœCTIOH 

The pr:lmary fUnction ot the Canadian. sales finance compan)" is 

to provide commodity instalmel'lt credit-to purchase chattel mortgages 

on automobiles and, to a lesser but iDcreasiDg extent, on various other 

goods- ConSWllers constitute the majoritl" ot its debtors, but entre­

preneurs tom a large minont)"_ The latter is composed ot three sub­

groups: automobile dealers, t:l.nancing :Inventories; purchasers ot 

commercial vehic1es; and entrepreneurs borrow:lng to carrY' inventories, 

tac~r receivables and engage iD capital tomation. '!'he growth ot the 

sales finance industr)" in recent Y'e&rs bas been remarkab1e. Wlthin the 

Canadian tinancial sector i t nOW' ranks second only to the bar1lcs, in terms. 

of as sets held. 

Sales tinance campanies obtaiDthe wherevi tbal for tbeir 

activities bl" borrowiDg tram the banks, and b;y 1ssu1ng debt and equitY' 

securities ot various kiDds. These lending activities and security 

issues are described in Chaptar l, which then takes uP. another eons1de~ 

ation. The volume of debt securities that the larger compBDies (.no 

dominate the industry') issue has reached sueh proportions as to qualif7 

tbem as important members ot the set ot institutions knom as .DOnbank 

tinancial iDtermediarie.s, .. or near-baDks_ A discussion developed during 

the period covere.d by this "study among students ot monetary phenOll1ena 

concerning the respective ro1es of banks and near-banks, and the marmer 

iD which they are and should be treated bl" the monetary authorities. 
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This was insp1red by wo writersJ J .G. Gurley and E.S.ShawJ who 

maintained that there 1s no essential difference between these insti­

tutions. Because monetary authorities have trad:l.tion.uy operatedJ they 

turther maintainedJ trom an oppos:1ng conceptionJ they have pursued 

policies that vere bound" given the growth of near-banks" to become 

iDcreasingly ineffec'tual a~nst inflation and also inequi tabla to the 

banks. Spec1ticallYJ OI.1rley and Shaw argued that the sale of ne~bank 

liabilities and the concomitant purchase of near-bank assets .tend to 

reœce the dEllland for money, cd thus contribute to intlat10nary 

pressures. The CEIl tral bank then allegedly responds by restricting the 

mo~ey supply. ibis confronts the bankswi th tvo painful choices: 

either to accept the destruction of part of their outstanding 10ans 

receivable or to liquidate other eaming assets under untavourable 

conditions. Either choice reduces their profits. 

For the purposes of this study" it 1s usèful to restate the 

mechanicsof the foregoiDg in the folJ.owing vay. There exista, Gurley 

and Shaw notwithstandingJ a basic functional c:lifference betw&en banks 

and neaI'l-banks sucb as sales. finance cOllpz1es. This difference arises 

tram the fact that the liabi.lities of the former constitute mona)" vhUe 

those of the latter do note ihat makes 1 t appropriate to regard the 

borrowiDg and lendiDg activ1ties of sales finance caupanies as 

contributing ta the v el. oc it Y of circulation of mone~. Bence" there 

are two ways in which these companies may serve as vehicles of 

intlationary presSllres. One way 18 by expanding the money supply 

througli increased borrowing fram the banks. ihe other vay 1s by 
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1ncnas1ng the veloc1 ty of circulation of the exl.stlng money suppl7'"-by 

"a~t1vating inactive bank deposi ta". As to whether this behaviour 1a 

always 1nim1cal to the concurrent pursuits of the central.baDk, tbis 18 

not a ~~tter that C8D he dete1'DliDed merely by a priori referenC8 to the 

premise that the fozmer 1s 1Dherentq procyel1cal and the latter 1Dheren1ay 

contracycl1cal. Even if th1s prem1se vere generalq true, 1t 1IOUld DOt 

neceaaar:l.ly follow that the monetary authorit1es alvays respond vith 

restrictive actlon. aga1nst the banks. 

Thus, va have the folloving basic empirical questioDs to explore 

vi th respect to Canadian. uperience between 19S3 . and 1962: 

1. Dl.d the sales finance induatl'1' gEller~ tend to 

P4'ODlote 1ntlat10nary (and def'lationary) pres_res? 

2. Did 1t tend to oppose mOJlletary pol1cy? 

3. If so, mat was the responae of the BaDk of Canada? 

Was that response appropriat8? 

Before proceeding aDy' turtber; 1t 1s necsssary' to cons1der various 

aspects of the Bank of Canada 1 s . perspecti va and modus operandi dur1ng 

these yeus. This 1s done in Chapter n. Kr. Coyne's pronouncements and 

general tact1cs lave no doubt that he V88 obaeased by the threat of 

inflation and sn: h1mselt. as a much-maligned sol1tary cruaader against 

ita manifestationa. The ev:ldence, however, makes.it clearthat, vith 

the exception of the sales finance 1ndustr,y, the Bank'a management did 
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not accept the basic GI1rley-Shaw thesis as to the 1"01es of banks and 

near-banks. It th81"efore 1mplemented general. monetary poli cl" by 

operatiDg on the cash resenes of the banks ~ leav1Dg :11; to the market 

to . allocate the monel" SIlpply among finaneial 1Dstl. tut:1ons. Ve alao leam 

someth1ng else of deftn:1te. interest. When, du1':1ng the mid-' fitt1es, the 

sales finance iDdust17 vas seen. by the BaDk of Oanada as a prime obstacle 

to anti-infiat:1onary moneta17 poliey and tharetore subjected to drsst:1call7-

reduced bank credit, it vas also. 1"8garded as constitut111g UDfair competition 

to the banks and the other near-banks. BIlt in the lat&-' titties, when the 

:1..ndustry· s bank credit vas again restricted :ln analogous ci1"CWD8tances, 

the Bank took the vin that insti tutional equ:1 ty· had Men restored. 

Ve Den consider, iD Ohapter III, how the extension ot commodi ty 

:lnstalment credit m:1gbt affect the ecODCIIly. Although:1t cannot be 

asserted categor1cally.that borrowen would not othen:1.se currently buy 

the goods they thus finance, or that tbeu subsequent upenditU1"es on 

gooda are reduced byrep~ents, there ex1st plausible1"8asons for 

assuming that borrowing inereases cU1"rEllt aggregate demand and repa1Jl1ants 

deerease i t, co1"1"espondingly. This. assumption enables. us to regard the 

change in the sales .finance :lndus1;ry' s total outstand1ngs_~as.the meaBUre 

of the :lDdust17' s direct impact on the level of eurrent aggregate demande 

This effect cannot, however, be evaluated in isolation trom the general 

state of the economy. During boom t:lmes demand tOI" aJ.l types of credit 

ls high and, therefore"the loans made to these borrowers tend to 

represent 108l1s denied to others. Hence, aggregate spendi:lg :1s probably 
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DOt rendered mach h1gb.er than 1t woulà othe1"llise have been. (The 

composition of total output is, of course, mater.1all7 al.tered.) Dur.I.Dg 

alack times wen demmd tOI' cred1t.1s lov, DO such diversioD takes place. 

ConSequeDtq~ the leval ot aggregate demand 1s 81evated. 'lh1s direct 

1rllpact, bowever, 1s Dot- the whole ot the 1ndu.st!7ts effect on total 

spendmg. 1here are al80 acceleratol'-Jaul. tiplier ettects to cons1der. 

The accelerator aspectlii of these. aftects are impossible ta .evaluate in 

the abswact, but the mu1 t1pl1~r ones are 1ess difflcul t. It accordiDgq­

seems like17 that, because ot. the periodic" fractiona'. repa)'Dl8nt mechaD:l.SIl 

of 1natalmsnt ~redit, a given .expanston 1n the. industryt s total out­

standings v1ll pro duce 1 ts !DOst s1gn1!1cant 8Xpansionar;yettects o~ the 

1evel ot total spending 1i1 the :t.lrst few subsequent periode. A s1mple 

h1l»0the'ttcal mode1, based. on COD8WIler COlIIJI1Odi tT1Dstalment outstand1ngs 

in the U.S., sutflces to suggest that the main :l.mpact ot tbis t1l»e ot 

credit ll8T be t1ro-fold. On the one hand, 1t may slight17 dela7 and 

deepen the troughs 1n the genera1 1eve1s ot economic acti Vi. t7 but. on 

the other hand, i t may atrengthen the subsequent recover1ea. 

Another tactor of relevance to the econamic l'Ole ot commodi t7 

1nstalmmt credit is. the capacit.70t the producel's Dt the goods vboss 

acquisition it finances to promote econooiicinstabillt7 :ln their OWD 

right. 1b:1.s capacit7 is attributab1e to the tact that the goods invo1ved, 

espectall7 automobiles,. are 1'8lativ817 durable. Consequen*, a aubstantial 

fluctuation in tbEdr. demand ia capable ot gElleratiDg correspondiDgly 

substantia1 fluctuations, Vi.a replacement cycles, 1n the future. ID this 
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context, sales f:l.nancing should be seen as an accesso17, rather than a 

prime mover, in the destabilisdngprocessJ nevertheless, there thus 

enats an acldi UeDal. vay .1n 1Ih1ch the sales finance industrl' mq 

contribute to economic fll1ctuat1oDS. 

Chapter IV daals w.I. th the impact of the Canadian industry' be'tveeD 

19S3 and· 1962. In his Annual RepOrt for 19S6, Mr. Co,ne made the following 

assertions: 

1. The indnstry genera1ly· tends to promote 1Dflationary­

and .. def'lationa17 pressures. 

2. It also generally tends, mîLike other tinancial 

intermediaries, to oppose moneta17 polic)". 

3. It 1s able to fend-off general anti-intlationary 

monetarl' pol1cTbecaDS8 the demand for ita facilities 

1s more interest-iDel.aat1c. than those for other t1J)88 

of credit.. filis enables the indu.st17 to attract 

funcls. bl'. offering interest rates tbat the other 

inte1'l!lediar1es cannot match. 

4. Tlms, the industrl', in addition to obatrl1cting the 

stabilizing efforts of the Bank of Canada, alao tends 

to channel spend1ng into the area of conswner durables, 

at the expense of other araas more bEllef:l.cial to the 

Canadian econan)". 
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Be a1so reported that the 1ndllstr)" had rejected h1srequests tor restraint 

dllr1ng prevail1ng inf'lational'7 conditions, and that. he had tharetore 

iDswcted the banks to curtaU their loDS to its members. 

TIro groups ot emp1r1cal data. are available pertaiD1Dg to the 

c;VClical behaviour' of the Canadian sales firullce iDdustry. Th. both 

tend to confilom that i ta total out standings did, dllr1Dg the decade uDier 

reviev, vary iD a stl'Ong1.)" proc1Clical direction. They also tend to 

confiœ that theil" peaks and tl'ougba lagged alightJ.y behind those of the 

general leve1 of economic activity. (Similar :implications emerge frcm 

rougbly analogous'U .S. data.) 

In an effort ta ascertain W6ther the iDduatry's overall activities 

dur1ng th1s decade did, in tact, tend to oppose the tbrust of monetary 

polic)", aD e:xperillent vas condllcted. ihe Johnson-WiDder qualitative 

classification ot.lIOnetary polic)" vas used as a taDporal backdrop. on 

which vere super.1mposed the movements of various iDd1catora of the 

iDduatry' s lendiDg operations. It was found that, subject to some 

signiticant exceptions, the iDdustl7 did tend to lfOrk iD opposition to 
1 

the Bank of Canada. It vas alao found, however, that the same can be 

said of other suppliers of analogou8 foms of credit, iDcludiDg the banks. 

The impact on the sales .f'inance iDdustry of monetary polic)" between 

19S3 and 1962-111 both its general and specific fom8--was, of course, part 

of the impact on i t of the overall Canadian economic experience ot that 

decade. It is theref'ore necessBry to exam' ne the former vi thin the context 

ot the latter. An analysis, in Chapter V, ot the industry's internal 
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development gives fUrther substance to our e81"l1erimpress1onot str1ld.Dg 

growth. It also reveals. a msrked effort on the part ot the industry te 

reduce 1 t8 dependence .. on .the banks· as suppJ.iers of loanable tunds. This 

effort 18d i t to malee ever-:1Dcreasing use of the money marKet, but, 

becauae of imperfections there1D, 1 t vas forced to lssue more long-term 

debt and equity securitles than 1t would have liked. As a 1"88Ult, 1t. 

rates ot protits declined" espec1ally' during the later 18ar8. Va can sq" 

iD auDlD81"7, that w'&1118 lt ls unliltely that. the Bank ot Canada ever 

succeeded in app1"8clably 1"8stricting the 1Ddust17' s outlay' capabil1ties~ 

1t didcause 1t to at.gnif1C8Dtl.y.1"8stl'l1C~e both lta outlays and lts 

borrow1ngs. (It also appears that the cœvEIltional vin that the :lnduatry 

has the capaclty ot passing on to ltadebters, and therefore paying to lta 

creditor8, relativeq. high :1nterest rates ls substantl,.Uy, thœgb not 

quite entirely, ~e.) To glve substance to the toregoiDg, 1t ls necessary 

. to note the e.xtremely high level ot concentration vi thiD the indllstry. 

Three .t1rms account tOI" about tvo-thirds ot lta buamess • . ot tbese, t1ro, 

Indll stri al Acceptance Corporation and Traders Finance are relevant to this 

S'tudy. (The thlrd, General Motera Acceptance Corporat1on, 1s not really 

vulnerable to Bank ot Canada action.) An exam:lnation ot lts development 

contima that lAC vas always able to oUset 1"8stricted bank credit by 

bOl'1"owing eJ.sevhere. The same ls also we ot Traders Finance" but lt, 

because ot 1 ts dependence on the Ford Motor Company and lesa competent 

management, vas not as successtal as lAC vas in taldng advantage of the 

opportun:!. ties attorded by an expanding market. It also di versif1ed into 
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other aress of activity more than most other large companies didJ though 

theyall diversitied widely dur1ng th!s dacade. 

The Gurley..Shaw-Co,ne indictment ot the sales t:l.nance iDdustrT 

vas tound in C21apters IV and V to be basicall,.. valid, vi th respect to the 

interval 19S3-l962. Theindustry did conati tute da1ring those years a 

strong destab1lizing torce largel,.beyond the reach ot generalmonetarT 

polic,.. This vas not the tirst t.tme that it had tlmctioned that _q, noZ' 

was Canada' s aperlence unique, betore or dur1Dg the • titties. Man1' other 

countries underwEllt s:lJllilar e:xper1ence vith cClDlllOdit,. instalment credit. 

The,. usuall,. responded, as did Canada chrlng World War II and the Korean 

War, bl' augmenting ordinary tight mone,. pol1cies vith special regulationa 

minimizing dcnm pa1JllEIDts and ma:r1Rlz1ng .rep83JI8Dt int8rvallh Occas1onal1T, 

the abil1tT ot sales f.lDaDce companies to issue securitiea vas also 

restricted. 

As was implied earl1er, it is doubttul whether these regulator,. 

dences have ever succeeded (or ever cm Sllcceed by themselves) in 

rendering the aggregate level of .spendiDg very much lower than it would 

otherwise have been. The suppressed demsnd for consumer durables probablT 

manitested i tselt iD other f01'lllS ot spending. Also, there is reason to 

believe that. the subsequent lifting ot these tempora1"7 controls unleashed 

the previousl,. pent-up forces, althougb it must be admitted that this mq 

usuall,. have happened at timea wben the. econOllly stood to benefit, being at 

a relatively low ebb. Thare a1so exist various other arguments for and 

agaiDst selective regulatian by these means duriDg peacetime. The,. add 
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up the conclus1on that no unqual1f1ed generalizatioD 1spossible as to 

1 ts net desirability'. (About the most that can be said is .. that the 

combined use of controls on dDwn-pa1Jl8Dts, repayment interYals and !!! 

borrowings b)" sales finance compaDies would at least reduce the 

volatUit)" of the automobile indllstry. Even on th1s score, however, 

the tact is that an excise ta: on automobiles would probabl)" be more 

effective, as well as more equitable.) 

Given· the above considerations, the Bank of Canada's dilemma in 

19S5, when an a1.most unprecedented upsurge in demand for automobiles 

occurred, 'Vas a ver)" awkward one. But the fact remains that the means 

chos8D . to resol ve i t were higbl)" inappropriate. It is UDJ.:lkely that thq 

succeeded.in CUl"bing either the vola'ti.l1t)" of the producing indnstr1es 

involved or the enstiltg in1'lationar,. pressures. The level of sales 

:tinancing .probabl)" rema1ned just as higb as i t would otherw1se have been, 

vith the large lenders expandiDg at the upense of the smaller ones, 

because of their accessto non-bank cred:1 t. 

There 18 a temptatio!l to make a sim11ar judgement w:l.th respect 

to the 19S9 restrictions of bank credit to the industry. But, as vas 

suggested above, tbis s1tuat1on 1s more complex as. ~gards the Bank's 

mati. vation than the. earlier one was. . A weigh1ng of the ev1denC8 prodnces 

the impression that the Bank was attempting to res~1ct the iDdnstry' more 

than the level of COD1ID.OCH.ty instalment . credit, and thatmaT e:zplain wh)" 

i t acqu1esced in the ent17 of the banks. iDto th1s field on a large scala. 

lnlile 1t may vell be that this was not an unwelcome development .tram 1ts 

standpoint (alter aU, the chartered banks are vastl)" more malleable), 
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the impact on the industry could caly. be negative. It strengthened 

i ta axistiDg fears that tœ Bank of Canada had placed the mark oZ Cain 

on it. It made it &Ven more concentrated .than beiora. It substaDtiallT 

undermined its traditional pre-aDinenc8 in the field oi commodit7 

instalment credit, and augured-Ul for it8. future :ole therein. Thue, 

i t encouraged the industr;y to diversif)", at an increasing rate, both 

its outlays and its borrov:l.ngs. This dual diversification, as later 

events have tended to con.t1.m, helped expose sCIlle ot i ts members to 

serious liquidity problems. 



CHAPTER l 

THE CANADIAN swœ FmANCE INDUSTRY 
.AND IfS FUNCTIONS 

The OrisiD. of the Canadian Sales Finance Industrz 

-. '" . 

Canadian sales fmance companies developed in response to a 

growing need for t~es of" credit which neither tlle charterecl banks, on 

the one hand" nor the trust, :f.nsurance and s1m1lar compmnes, on the 

other, could adequately- provide. Dle fomer, by- statuto17 constraint, 

cont:lned the1r lend:l.ng activities to the short te1'll" while the latter" 

as a matter of baa1c poliey, operated in the long. The evolution of the 

autanoblle, dI1r1ng the 1920'8" .tram the statA1s of a Veblenesque toy of 

the rich to that of the prima17 means of North ,American road transpo~ 

. tation" created a demand for credit facil1ties which would malee 1t 

accessible to the middJ.e class. Given the ·-:--8sonably- determinate usef'lll 

life of the automobile together vith its other tangible features" it 

wss an ideal :f.ntel'lllediate-term chattel. In the decades that f'ollowed, 

similar fac1l1 ties vere created for various other conswner durable goods. 

The volume of lend:l.ng done by Canadian sales finance compaDies 

apanded as rapidly as its scope" especially- in the post-World War II 

period, Large and grow:l.ng volumes of loan~ vere also extended to 

commercial and industrial establ1ebments for capital formation œd for 

- 12-
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the f:lnanc1ng, or tactoring, ot their receivables. I.u addition, the 

industry' s earlier inhibition against direct loms te consumers had, as 

the re.sult ot the acquisition or establishment ot subsidiaries operatiDg 

in that field, largely disappeared.1 Ve will raview these developments 

1n sane detail belowJ now 1 t 1s usetul te descrJ.be the general nature 

and operating character1stics ot the organization known as the Canadian 

sales tinance companT. 

Tzpes ot Losns Extended bl Canadian Sales Finance Companies 

In the ratail field, the sales finance company COlles on the scene 

operationally 0lÙ.T when the retaUer decides to con'Yert his instalmen't 

rece1vables .inte cash. Raving so decided, the dealer "sells" the 

acceptances, or contracta, in question to the sales f'inance cœpanT. 

The dealer remains ultimately' responsible tor the balance outstand1ng 

in the event ot the customer' s. detault, blt he also retains ultimate 

repos session rights to the goods involved. (UsuaUy, however, th1s 

liabil1 ty and. right are more nominal than real: the sales finance 

companT generally takes over both.) The customer" when he blys on the 

instalment plan" undertakesto pay a spec1tied :t.Lnance charge" to be 

incorporated into bis periodic rem1ttances. The sales f'inance company 

usually agrees" as part ot 1ts predete1'll1ined arrangement with the dealer" 

lsubmiss10n by the Federated Council of Sales Finance Companies 
to The Royal Commission on Banking and Finance (ci ted hereafter as 
"FCSJro")" p. 7. 
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to mare th1s income vith him, subject to a specified "rasene" which 

is proVisionally witbheld for a var1ety of contingenoies. 

In its operatioDsiDVolving automobile dealers, . the sales 

finance iDdust17 &1.80 carries. on large scale "vholesale" lend1Dg, 

whereby the dealers finance their inventories of. 1Dlsold. vebicles. 

These lendiDg activities are at ODce separate troll and integral to 

loans to dealers on their .. retail operations. In a substantive, thougb 

Dot necessarily', fomal,. sense the follov1ng procedure is generall.7 

adopted. '!'he manufacturer, simultmeously vith bis shipment of thla 

vebicles, turns o~er his reeeivahle contract to the sales finance 

company d.esignated by the dealer •. Atter a delay coZ'responding to the 

transi t period, the sales :tJ.nance company pays the manufacturer th,. 
~-

sale price of the shipment, and th~s ~CCJ.uires bis intereat in the 
~-'. 

vehicles iDvolved. When the dealer sells each vehicle, he rem! te its 

purchase p1"1ce to the. sales finance companT plus a predeterm1Ded. 

t:b1ance charge. 
2 

One other aspect of sales finance company operations, closely' 

liDked to the two foregoing ones, relates primar1l.y to autcmobUe 

dealera3--the so-called "capital loans". Not infrequentay, a dealer 

who nabes.to expand or improve his pranises or facil1ties is unable 

to obtain the necessary funds tran other credit institl1tions. He 

2rud. -
'Certain other t1J)es of retaUers also obtain capital loans t'rom 

sales finance campanies, but they are aggregativeq inconsequential. 
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then turns to the sales finance compan1' w1 th whom he cloes ei ther 01' 

both bis l'etaU 01' wholesale business. (Indeed, the ver1' tact that he 

maintains these relationships may inspire a distinct preterence torus1ng 

the sales finance companl"s tacilities tOI' these pU1'poses.) Capital 

loans vary widel1' in tn>e, ranging fl'om outright uns8CUred 108%18 to 

mortgages on .oveable property, and having tems extendiDg trom one 

to severaJ. years. la. Although quantitative11' a minor part ot the over&1l 

operations ot the sales tinance 1ndustry, they are b1' no means insig­

Dificant to the stabili ty ot the relations between the sales finance 

company and the automobile dealer. 111e iDdilstry's lendings. to commercial 

and indu.strial borrovers tor capital tozmation and t1nancing ot accomts 

receivable are, as vas noted above,vide11' varied and iDcreasingly 

signiticant in scale, tbough their magni1ndes stillrank far be10w those 

just discussed. The mechanics are similar to those adopted by the 

conventional suppliers ot. these types ot cred! t and Deed DOt be 

described iD detail here. 

Types ot Liabill tiea Incurred bl Canatian Sales Finance Companies 

As tOI' the sources ot the sales t1,nance indu. stry" , s Ifprodatctlf-

the use ot mone1', the,. too have become quite variegated iD reeent t:lmes. 

ID the ear11' clays, sales tinanee eompanies obtained slmost aU their 

tunds trom the sale ot equities and b1' borrowing trom the chartered 

la.FCSFC, p. 23. 
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banks: the issue of bonds and debentures vere rarely resorted to. 

This changed a.tter World War II, when the trad! tional .sources proved 

to be iDadequate to meat the unprecedented levels of demand for ccmsumer 

goods. The exi,stiDg short-term securities markets iD.Oanada .8IDOunted to 

li ttle. more than a mecbanism for .the issue .of federal govel'Dlll8Dt secur.l.­

ties, but vith the adVEllt of large-scale debt issues byone or two of 

the large st sales finance cœpan:1es i t began to &volve iDto what later 

became the f:l.rst real money market in our hietory. Today, iD a far more 

sophisticated ÎDstitutional setting, salea !1Dance company issues 

oonstitute one of the largest. debt. secur.Lties groups iD the private field. 

Host of the debt issues offered by the. iDdustry" iDvolve securi­

ties having maturities rangl.ng tram .30 days. to ,36S days,. although some 

ran for as long as three years. These short-tem notes are usually 

secured iD the same vay that baDk loans are: by instalmmt notes 

receivable baviDg a tJ()IIdnal value iD excess of the principal of the 

outstanding notes payable. The extent to which the 1ndustry' has come 

to rely on this.source of tunds is indicated. by its almost four-fold 

inerease iD volume, over an interval of onl;y six years, .. to aD average 

total debt amounting to some $1.6 billion by 19$9;..1961. S This of course 

connotes a very rapid and extensive evolution of market institutions and' 

relationships, but man)" s1gniticant imperfections have remained. Moreover, 

the industry' s acti vi ties iD these areas are domiDated by the handful. of 

Snnd." p. 72. 
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large firms. Given the1r relatively short period of maturity, MOst 

short-tezm notes are not callable befora due date. In an effort" 

therefore" to ach:l.eve the sort of flexibility that bank loans-tbe 

money source that short-term Dotes are intended to supplant--perm1t, 

the issu:tng firms spread out the1r maturitles so tbat due dates arnve 

every fev days. Bence" if additlonal sbort-tum f'ands are DOt needed, 

they Cal simply retire maturing notes cd refrain f'rom issuing new 

ones. There exist, however" var:f.ous insti'bltional factors which tend 

to induce discontinuities in the se f'lovs. These 81"8 hinted at more than 

once in the industryls SIlbmission to the lbrter Commission" by refereDces 

to "the need to stay' in the market for ragular suppliers of short-term 
6 

f'wlds", and the l1ke. The nominal" if usually uninvoked, f'ea'btre of 

Most lIho18sale paper held by sales finance companies, namely that the 

loans in question are payable on d.emaxid" also confims the:ir existence. 

They are also impl1cit, as we win see fUrther balow" in the fact that 

the larger. c0DIp8l'lies generally carry stocks of highl.y l1qUid market&ble 

securities vb1ch give relatively 1011 yielda. 

Similar market imperfections also mat vith respect to the 

inc:b1stryl s loDg-tem borrowings. These bolTo1d.ngs are g8ner~ 

accompl1shed by the issue of long-te1'lll Dotes payable and deben'b1res. 

The former are secured, like their short-term counter.parts" by· 

6:rbid." p. 72. -
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predeterm1ned amounts oi instalmfJDt recei.vable paper,7 while the latter 

const1tute general charges againet the borrowers' unpled.ged. assets. 

Long-term notes issued b,. sales finance compaDies are otten charac~ 

ized b,. a number ot interesting teatures. fhese include reatrlctlons 

on the max:lmum total unseCU1"ed debt and on shareholders' equi t,., as 

vell as penalty provisions tor cal1:lng notes tor redem.ption befbre 

maturi t,.. There have been a :t'ev instances vhere the general public 

bas bean g:l.ven the opportuni t,. to partic1pate.:ln the purchase ot these 

notes, but in the main the,. are sold to so-called "insti tutional" 
8 

lenders, such as 1nsurance compaDies. 

As might be expected, the sales t1nance industry st1'Ongl.,. 

desires to avoid holding signiticantl1' more mone,. than 1t can usetull,. 

EIIlplo,. at sn,. g1. ven tille. rt has learned, however, that the short-term 

Iloney market cm be quite mercurial and the chartered baDks even more 

so, as ve will see in considerable detail below. Hence, basically, 1ts 

emergEilce as a substantial borrovsr ot long-term tunds. But, as vith 

its short-term borrow1ngs, .1ts long-teœ borrowings are subject to 

certain institutional tactors. Someth:l.ng ot thei.r tensions and 

uncerta1nties can be discerned tram even a cursory description ot the 

use that the indnstr,ymakes ot another lang-t8r.m borrowing device, the 

sale ot debentures. Since debenture8 are unsecured liabilities, they 

7Indeed, they are usual.ly issued :ln conformi t1' wi th the same 
trust deed as sbort-tem notes, with l1hich they rank equaJ.~ as to 
realization and other rigbts. (FCSFC, p. 75.) 

8zbid., pp. 7S-76. 
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combine w1 th equi tl' to tom the base on which specitied max:IJDa ot 

other borrowiDgs cm be built. They also otier other advantage~ to the 

borrower" both intrinsicall1' and iD comparison with redeemable preterred 

shares" securities lIhich pertoN partially analogous fUnctions. For 

example ... iDterest paid on debentures is" like interest costs generaUl' .. 

deductible .trom the taxable incane ot the issuer ... while dividends on 

capital stock, preferred or common, are not. Perhaps tor these very 

reasons .. the sale ot debentures by sales tinance companies is usually 

subject to unique restrictions and reservationa. These vary fram 

provisions in debEllture trust deeds requiring minimum past eam1ngs and 

certain ratios between total debenture indebtedness and shareholders' 

equi ty, to attaching to the debentures common stock purchase warrants 

or conversion privileges. The tormer condition gives the lender SCIlle 

assurance as to the borrower' a abili ty to make the neceasary interest 

and principal payments" whilethe latter tends ta encourage the lender 

to accept lower interest terms by offering h1m the opportuni ty to 

participate in the borrower's residual profits. 

The sales .finance industry' s use of bank credit is but one part 

ot a wider, more canplicated relationship. A number of other factors 

are alao iDvolved.. On the one band, the baDks have been emerglng .. 

iDcreasingll' in recent years, as campetitors of the industry. On the 

other hand, the banks have been the major vehicle ot monetary pol:lcy iD 

general, and as directed towards the sales f'inance indnstry iD particular. 

Specifically, the restriction of its bank credit has been the primary 
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davice vi th wh1ch the central bank has attempted to impose disc1pl1ne 

OD the industr7. These, and related matters, are central to the theme 

of tbis stu<v, and will be explored extansivell' below. 

The Grovth of the Canadian Sales Finance Industrz 
witbin the F.1Danc1al Bector 

Canadian sales finance companies, together vi th consumer loan 

companies, today' rank second (though distantly) to the chartered banks 

among Canada' s main financial institutions, excluding lite insurance 

companies and pension funds, in terms ot total assets. Thirty ~ars ago, 

the situation was radically dif'terent. Then, sales finance and CODSIllIler 

loan .cClDpanies stood lowest by far among the group of seVeD. AB 

Tables I-l and I-2 show, these companies have over the last two decades 

been by this cri tenon among the fastest grow1ng ot Canada' s financial 

institutions.9 Even more strildng overall p1"Ogress was macle by sales 

finance companies in terms ot the absolute and relative gl'Owth ot 

organizations operating. in. the field ot consumer credit. This i8 

indicated by Table I-3. The magnitudes iDvolved are g:J.ven some 

perspective by Table I-4, which gives ratios of consumer indebtedness, 

excluding personal mortgage debt, ta personal dispos able iooome for 

the postwar years to 1962. OVer an interval during which this ratio 

upanded almost four-fold, the iDdustry' s share of total consumer 
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TABLE I-l 

ASSETS OF THE MAIN FINANCIAL INSTITUTIONS 
(millions of dollars, 18er end) 

1935 191aS 

Bank of Canada 308 2,032 
Chartered BanksS 2,Sl4 S, 997 
Quebec Savings Ballks 77 1lû 
Trust Companies 22S 266 
Mortgage Lom Companies 230 23S 
Caisses Populaires and Credit Unions 11 11&0 
Finanee and- Consumer Losn CompaDiesb 80 100 
Industrial Development BaDk - 10 

So.b Total 3,445 8,923 

Lite IDsurance Assets in Canada 1,991 3,12S 
Pension Fundsc n.a. n.a. 
Mutual Fundsc n.a. n.a. 

Sub Total. 1,991 3,125 

Fire and Casual ty Insursnce Assets 
in Canada 

Totald 
226 23h 

~z~2 ~2z2B2 

Primar.yDebt Outstanding 12,163 2S,961. 

Institutional assets as a percent 
of primary debt 47% 47% 

19SO 

2,3SO 
7,918 

204 
bhl 
367 
302 
468 
31 

12,061 

4,304 
875e 
!lg 

5,221 

17a; 

31,721 

a Canadian plus net fore1gn assete, exclud1ng items in transit. 

19S5 1962 

2,620 3,321 
10,1&40 14,848 

265 3S7 
714 1,877 
S70 ·1,286 
64) 1,666 

1,244 2,247 

1.6,~ 181 
25,693 

6,04) 
1,83S8 

9,9SO 
4,S72 

191 no 
8,069 15,232 

2~a~~ l ~2 ~:=o 
44,050 71,983 

S8% S9% 

b In order to protide a consistent series vs exc1ude some as sets for vhich 
information i8 not availab1e prior to 1960. At the end of 1962 total 
assets vere $2,689 JUD •. compared to the 12,247 mn.· shown. 

c Data for pension :f'ands and mutual i'wlds in 1935 and 1916 are not 
avai1ab1e, but the amounts are Imom ta have been snall. 

d ihe amounts shown include claims on financial in s'tl tutions held by other 
institutions in the Table, :for instance 10sns and holdings of cash. Thus, 
the total includes some double-counting of insti tutional assats. 

e Estimated. 

Source: Report ot the Royal Commission on Banking and Finance. 
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TABLlI: 1-2 

ASSETS OF mE MAIN FINANCIAL INSTITUTmNS 
(percent distribution) 

BaDk ot canada 
Chartered Banks 
Quebec Savings Banks 
Tmst 'Compail1es' 
Mortgage Loan Companies 
Caisses Populaires and Cred1 t Unions 
Finance and Consumer Loan Companies 
Inc:blstr:lal Development BaDk 

Sub Total 

Lite. Insurance ABsete :ln Canada 
Pension Funds 
Mutual Funds 

Sub Total 

F1re and Casua1ty !Dsurance Assets 
in Canada 

Total 

1935 1945 19SO '19SS 1962 

S.4 16.S 13.2 10.3 7.6 
b4.4 48.8 44.3 40.9 34.9 
1.4 1.2 1.1 1.0 0.8 
4.0 2.2 2.S 2.8 4.4 
4.1 1.9 2.1 2.2 3.0 
0.2 1.1 1.7 2.S 3.9 
1.4· .8 2.6 4.9 S.3 - 0.1 0.2 0.2 0.4 

60.8 72.7 67.6 64.8 60.4 

3S.2 2S.4 24.1 23.7 23.4 
D.a. n.a. 4.9 7.2 lO.8 
D.a. n.a. .2 .7 1.7 

100.0 100.0 100.0 100.0 100.0 

Source: Report of the Royal COmmiSsiOD on Bank:l.ng and Finance. 
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TABLE I-3 

MAIN TYPES OF CONSUMER CREDIT OUTSTANDING 
(Deeember 31) 

Siles -l!'inance Consumer Loan Betail Ohartered Cred1 t Unions anô 
otherb Comoanies CO!!]Eanies Dealers Banks Caisses Populaires8 Total 

MILLIONS 
19h5 8 30e 1008 73 2S 1S2 388 
19~ 202 93 hS4 224 76 182 1J 231 
19S3 ~6 176 624 308 133 233 1,990 

1956 756 3S6 798 43S 209 281 2J 83S 
19S7 780 362 826 h2l 2la9 J08 2J 9h6 
19S8 766 401 861 SS3 294 317 3,19h 
19S9 806 484 91S 719 363 336 3,623 
19W 828 Sb9 960 8S? 1al7 3S8 3J 969 œ 
1961 756 S94 1,006 1,030 S03 37S hJ 264 , 
1962 771 689 1,039 1J 183 SW8 ' 398 4,6110 

PERCENT mSTRIBUTION 
1945 2.1 7.78 2S.8e 18.8 6.4 39.2 100.0 
19SO 16.4 7.6 36.9 18.2 6.2 14.8 100.0 
19S3 2S.9 8.8 31.4 1S.S 6.7 U.7 100.0 

,1956 26.7 12.6 26.1 1S.3 7.4 9.9 100.0 
1957 26.S 12.3 28.0 14.3 8.S 10.S 100.0 
19S8 24.0 12.6 26.9 17.3 9.2 9.9 100.0 
19S9 22.2 13.4 2S.3 ' 19.8 10.0 9.3 100.0 
19W 20.9 1.3.8 24.2 21.6 10.S 9.0 100.0 
1961 17.7 13.9 23.6 24.2 ll.8 8.8 100.0 
1962 16.6 14.8 22·4 2S.S 12.1 8.6 100.0 

a Inc1udes snall amounts of caisses' populaires non-personal lending. 
b Princ1pal1y inauranee company poliey 1oans: alao inc1uding. Quebec Savings BaDks. 
8 Estimated. 
Source: Report of the Royal Commission OD Banking and Finance. 
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TABLE I-4 

RA'l'IO OF CONSUMER CREDrr Ta PERSONA!. 
DISPOSABIB INOOME 

Conswner Credit Personal Dispoaab1e IncODle Ratio 

Year-end $mn 'DII1 
1945 388 8,617 4.$ 

19$0 1,231 13,670 9.0 

19$3 1,990 16,848 11.8 

1956 2,835 20,888 13.6 

1958 3,194 23,362 13.7 

19$9 3,623 24,526 14.8 

1960 3,969 25,486 1$.6 

1961 4,264 'Zl,086 1$.7 

1962 4,640 28,646 16.2 

Note: If estimated persona1 mortgage debt were iDc1uded, the ratio ot 
aU consumer debt to personal disposab1e income would be 
approx:l.mate1y $0%. 

Source: Report ot the Royal Commission on Banking and Finance. 
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credit outstanding expanded eight-fold. This quite remarkable rate 

of growth is underscored b;r the behaviour of the other suppliers of 

consumer credit, shown on Table 1-3. The aperience of the chartered 

blllks during these years is especially significant, and will be 

eJqllored below. Hare, it might be noted merely that the relative 

shares of the consumer credit field held by sales finance companies 

and banks, as groups, have temed to vary in opposite direc1âons. It 

will be observed, moreover, that this tendency vas particularly strong 

dul'ing the latter part of the 'fitties and the start of the t s1xties-­

years during which the activities of the Bank of Oanada and its 

Govemor vere especially nnotable"--and that the relative share of 

sales tinance companies declined througbout. (The sane interva1, on 

the other hand, saw the consumer loan company group, with which meDibers 

of the sales finance :lndustry have become increasingly involved, on the 

whole retain its relative share ot the field.) 

Soma Preliminary Observations coneeming the Internal 
Develo,pment of the Oana di an. Sales Finance Industrl 

We will have occasion in a later chapter to analyse the internal 

development of the industry, during the decade under review, in consid­

erable detail. There the purpose will be to inter the impact on i t of 

monetary policy, in both its general t'om and its specifie manifesta­

tions vis-à-vis the industry. It is usefUl" however, at this stage" 

to note brietly a fev broad aspects of thls internal development. 
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If one tbinks of the tinancing of the inventories of automobile 

dealers as be1ng basically part of the field of' consumer credit" then 

i t can be seen from Table I-.$ that the interval be"tween 19.$1 and 1962 

saw the industry start and end 'With 70% of' its receivables concent1'ated 

there. But this 1'epresents the intervalls mlnjmum. Actually" the 

indnstr.Y's relative degree of involvement in that field rose quite 

sharply during the first few yea1's of the 'fifties and then" somewhat 

less 1'apidly" returned ta its initial level. Its absolute commitment 

more than trebled. If'" however" bventory loans to automobile dealers 

are separated" the Table shows that the industry' s proportionate 

commitment to tinancings of' vehicles sold to private consumers and its 

proportionate commi tment to financings of' vehicles not yet sold '(i.e." 

wholesale finance) changed quite f'requently in relation to each other. 

Sometimes they varied inversely rather sharp1y, as be"tween 1951-.$3,; 
10 

at other times they moved together, as say, between 19.$9-61. 

The financing of' vehic1es bougbt by commercial and industrial 

firms provided by sales finance companies a1so varied signiticantly 

during this interval. Furthermore, aince these usera of vehiclea, like 

private ones" generallyacquire them from dealers" it is likely that 

there also exl.sts a relationship between this type of industry acti vi ty 

and i ta dealer inventory 1ending. It is interesting that whi1e the 

relative deplo)'Dlent of the induatry' a 1ending ref'lects a volatile and, 

lOThis financing covera both new and used vehicles. 
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TABLE I-S 

SALES FINANCE COMPANIES: MAIN RECEIVABLESa 

Oonsumer -Goods- ~iolesa~n Oommercial and. Indllstrial 
Total o ars other Total Finance Vehic:Les Other Total 

• MILIJ:ONS 
19S1 161 24 186 108 9S 33 128 421 
19S3 4ll lOS Sl6 uS 123 61 184 816 
19S5 478 la S99 14S 106 8S ' 192 936 
19S7 636 144 780 202 13S 19 286 1,269 
19S9 610 196 806 197 138 206 344 1,346 
1961. S69 187 7S6 184 138 251 39$ 1,33$ 
1962 $93 179 771 237 146· 279 42$ 1,h33 

PERCENT DISTRIBUTION 
19S1 38.2 S.7 44.2 2S.7 22.6 7.8 30.4 100.0 
19$3 50.4 12.9 63.2 14.1 1$.1 .7.S 22.S 100.0 
19$$ Si.l 12.9 64.0 1$.$ U.3 '9.1 20.$ 100.0 
1951 50.1 11.3 61.$ 16.0 10.6 12.1 22.7 100.0 
19$9 4$.3 14.$ $9.8 14.6 10.2 1$.3 2$.$ 100.0 
1961 42.6 14.0 $6.6 13.8 10.3 19.2' 29.6 100.0 
1962 I.l.4 12.$ S3.8 16.$ 10.2 19.$ 29.7 100.0 

a This Table does not include some addition al business' receivab1es for which infonnatioD lEI not availab1e 
prior to 1960. A recentl;r publisbed DBS surve;r of f:lnancial. insti tutioDS indicates that these 
receivab1es increased' trom $77 million at the end of 1960 to $2$9 million two years latel'. (See DBS 
publication No. 61,006.) 

b This category consists of 10ans to automobile dealers for inventory :t'inancing. 

Source: Report of the Ro;ral. Oommission on Banking and Finance. 

.t'l 
1 
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over most of the interval" a decreasing tendency wi th respect to 

privately purchased vehicles" it decreased very sharply at first but 

later became stabilized in the case of vehicles sold to firms. 

Significant developments al.so occurred in the industry' s other 

areas of activity; as is farther apparent !rom Table I-'. Its relative 

commitment of lending capacity to "other" consumer gooda rose shal'ply 

between 19S1 and 19,3" and then tended ta fluctuate around that h1gber 

level. The relative ahare of "other" commercial and industrial. 

financing, on the other hand, has only recentJ.y begun ta show sLgns 

of reaching a plateau, baving been subject to an appreciable growth 

rate tbroughout !DOst of the 'fl.fties. Aga in, given the overall growtb 

of the industry ~g this period" these increases loom even larger 

when viewed in abaolute te:nns. 

Table I-6 gi. ves an overview of the industry' s operations as a 

borrower or other acquirer of :tunds during the same periode -Binee money 

1s the industry' s only "input" and HOUiput" it is obvious that the 

abaolute changes renewed above in its receivables will, in the aggre­

gate, oceur correspondingly in i ts liabili ties • As regards the compo­

sition of those liabilities, the trend towards long rather than short-ter.m 

borrowing has already been noted. Here" i t might be observed f'u.rther that 

it is misleading, however, ta think in terms of the indu&try as a whole. 

The Table gives figures only for the aggregate of the firme outside of 

the ten large st companies for the year 1962, but this is enough to raise 

the suspicion that .the experiences and situations of the t~ groups 
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TABLE 1-6 

LIAB1LITIES OF SALES FINANCE COMPANIESa 

Bank Short Term Long Term Bonds and Other Capital and 
Total. Loans Notes Notesb Debentures Liabilitiesc Reserves 

• MILLIONS 
19 $3, la largest companies 191 212 140 104 108 84 839 
19 S7, la largest companies 1$6 409 227 193 lSS 1lû 1,286 

1962, la largest companies 90 Sl$ 691 277 241 1,814 
1962, aU other companies 6$ 119 44 37 47 242 
1962, TOTAL 1$$ S64 73$ 314 288 2,0$6 

PERCENT DIS'IRIBUTION 
19$3, . la largest companies 22.8 2$.2 16.7 12.4 12.9 10.0 100.0 
1957, la large st companies 12.1 31.8 17.7 15.0 12.3 ll.l 100.0 

1962, la 1argest coilpanies S.a 28.4 38.1 15.) 13.3 100.0 
1962, aU other canpanies 26.9 20.2 18.2 15.3 19.4 100.0 
1962, '!'OTA!. 7.5 27.4 3$.7 1$.3 14.0 100.0 

a . 
The la largest companies are those reported in the s"bDl1ssion ot the Federated Counci1 ot Sales Finance 

\ 

Companies. Data tor 1953 and 19$7 are trom Table 6-1 ot the submisslon and rater to fiscal 1'88r ends. 
Calendar year end data for 1962 are from the llBS aurvey ot sales :finance compBD1es. 

b Tvo years and over. 

c T Pr1ncipally accounts payable, unearned service charges and d8aler resenes. 

Source: Report ot the Royal Cœunission on Banking and Finance. 

• 
t8 
• 
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were markeclly ditferent. These and similar possibilities have a 

variety of implications which, gLven the high degree of concentration 

that prevails within the industry, have, as ve will see below, a 

detinite qualitative as wall as qumtitative s1gnitic81ce. Much the 

same may be said, a fortiori (as will also he sean below), of the use 

made ot bank loms during the interval. 

A prelim1nary word about protits is in order at thi.s point. 

Table 1-7 g1 ves a S1lDDI18ry of the operating resul ts ot sales finance 

companies and conSWller lom companies tor the years 19Sh., 19$1 and 1961 

in respect of the tomer, and for 1957 and 1961 in respect of the latter. 

The Virtual absence of standardizéd accounting techniques and term:l.­

nology, be,oDd certain minima,_ renders snyattempt ta make comparisons 

between firms vi tb:ln the same industry, ta say DOthing of tiJ.'mS 

operatLng in d.ifferent industries, a very treachemus business indeed. 

Still, i t might be observe d, while acknovledglng fuis caveat, that the 

a1'ter-tax proti ts of both types of tinancial institutions, expressed 

as a percentage ot total assets, do not appear to have been notabq 

uns table over the years. They also apparentJ.y canpare rather favourabl)" 

vi th the rates of proti t earned b)" other Canadian tinancial intermediaries. 

This seems to be especially true of the consumer loan companies. The 

Porter Commission found, tor ex.amp1e, that these companies earned a rate 

of prof! t that is double tbose earned by mortgage loan companies and 

banks. As tor the sales finance companies, the1r profit rates vere 

apprec1ably lover than those of the conswner 10an compan1es--a tact 
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TABlE 1-7 

BEVENDES AND EXPENSES 
(percent ot total as sets) 

Sales Finance 
Companiesa 

19S4 19S7 1961 

Revenue JO.l 9.7 9.7 
Less: AdministratL ve apenses 3.2 2.7 2.7 

NET 6.9 7.0 6.9 

Lesa: Interest on borrowed fUnds 3.2 3.9 3.7 

NET 3.7 3.1 3.2 

Provision tor losses and 
~se.rves" net o.S 0.3 O.S 

Taxes 1.6 -1.3 1.4 
Net Profit 1.6 1.S 1.4 

Dividende 1.1 0.9 0.9 
Retained Earnings o.S 0.6 O.S 

a Ten largest companies. 

Conswner Loan 
Companiesb 

19S7 1961 

18.0 17.6 
7.7 6.8 

10.3 10.8 

4.1 4.7 

6.2 6.1 

1.1 1.1 
2.3 2.6 
2.9 2.4 

0.9 1.S 
2.0 0.9 

b Prior to 1951 the detiDition of small10ans vas d1tterent so that 
the revenues and EDpellses reported by the Superintendent of 
1nsu.rance are not comparable vith later years. 

Source: Report ot the Royal Commission cm Banld.ng and Finance. 
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that seems clear~ related to the abovenoted tendency ot sales .:finance 

companies to move into the area ot cash loans to conswners--but, aga1n" 
11 

they rana::lned higher than those ~ the other financial intemediaries. 

Significsnt1y" however" the gap has been narrowing of late" and it bas 

been suggested that this tendency is likely to continue" "sinee it does 

not appear that the competitive adjustmEllt ot market shares with other 

insti tutdons ls ,et complete, and the sales finance companies may lose 

fUrther grOWld relatively. ,,12 The forces behind tbis tendency are of 

distinct relevalce to this study, and they will be examined ln detail 

below. 

The Sales Finance Comparq: as Near-bankj the GurleF§haw Thesis 

As Table 1-6 shows, the larger flrms w.t thin the Canadian sales 

tinance industry becane, du ring the 'fiftdes, large-scale sellers of 

debt securities of various ldnds. They thus qualified as important 

members of the set of insti tutdons mOlin as nonbSlk financial inter-

mediaries, or near-banks. This decads also witnessed a discussion 

among students of monetary phenomena as to the respective ro1es ot bsnks 

and near-banks, and the manner in which theyare and should be treated 

by the monetary authori tiss. 

~eport, p. 216. 

l2Ibid., pp. 2l~16. 
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The discussion vas provoked by wo writers, John G. Gar1ey ad 

Edward s. Shaw, who fired thelr opeDing selvo in an article that appeared 

in 19$$.13 Later, they both deEended and expandsd the1r ideas in various 

articles and acldresses and, finalq, in a book publ1shed iD 196o.lla. The 

ana1yt4cal framework they develq,ed aftords access to so many important 

theoretica1 and practical issues that a consclous ettort :ls necess8ry 

to avoid digress1ng atlay fzom those aspects ot their overall contribut:lon 

that are most relevant to th1s studT. Suffiee lt to say, then, that 

their basié contention ls that" DWIlerouS observable ditterences noM tll-. 

stand:lng, there exists an essentlal s:lmi1aritY' be"tween bSlks. and near­

banks. Bath types of iDsti. tutions "int&rmediate in the trauster of 

unspent incomes ~ surplus to deticit[Spe'Ddin81 un1.ts. n1$ 111ey a1so 

bave a s1m:l1ar capabUity for generating iDtlationar;r presaure. 

ItIntlatlonary pressuremay be created ••• by 
aD increase in the supp1y of monel' or bl' a 
decrease iD the d.emand for monel", or both •••• 

13J •G• Gurlq and E.S. Shaw, "Financla1 Aspects of Economic 
Development," Jmerican Economic Revin, XLV, September, 19$$, pp. SlS-38. 

lhsS8 iD part1cular, "P'inanciel Intermedi.eries and the Savin&­
Investment Process," Jœrnal of Finance, XI, Hay, 19;6, pp. 2S7-76i Monel 
m a Theon ot l'inance. The Brookings Insti tut1œ, Wasb1ngton, 1960; and 
the adclress bl' OUrley. cited belov. Addi tlonal reterences will be tound 
in the lblbl1ography. 

1SJ •G• Gnrley and E.S. Shaw, Money; in a i'heory ot Finance, 
p. 243. The matter ot the degree ot funetional. s1milarity between banks 
and near-banks bas been a subject ot cCIlsiderable controversy. An 
analys:ls that avoids many ot the semantie entanglements that eharacter­
lze much ot the discussioD cau be tound iD J .A. Galbra1 .. th, The EconClDics 
of Bankins OperatioDs, HcGill University Press, Montreal, 1963, 
pp. 29-53. 
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-Theze is DO quest1on ••• tbat the§8Dkil eG 
add to intlationary pressure by inereas1ng the 
money supp given the demand for i t. !!!:!=. 

ar-b .. can also add ta intlationar resS1l1"8 
not bl inereasin, the money supplY; to be sure, 
B,lltbr reducinsthe demand for money, that i8, by 
raiaiDg v. "16 

The underlined passage goes to the heart of the matter ~ as far 

as near-banks like sales .t:l.nance compaDies are coneerned. When sales 

finance ccmpanies oUer instruments of liabill. t1' the1' seek to attract 

money:ln order ta land it to others as soon as possible thereafter. By 

this means~ as ull as. by lending money obta::!ned directlyfrom the b8Dks~ 

they en,ge in activity: that has a palpable inflationary potential. 

They are capable, in other words" of serving as vebicles ot both an 

apansion of the money supply and of an increase in i ts velo ci t1' of 

circulation. 

As a possible consequence, according to Ourley and Shaw" the 

central baPk may choose to remove this excessive aVailabil:lty ot money. 

Then bank reserves~. earn:lng assets, deposits, and profits are contracted. 

Even if the central bank does not so react" however, the banks still 

suf'fer. They must ei ther carry excess reserves or accept a narrawer 

spread between the intereat rates theyeam and those they paye More-
. ' 17 

overj. their competitive position in the monetary sector deteriorates. 

. l6J .G. Ourley" ftFJ.nancial Institutions in the Saving-Investment 
Process,," an address. before the 1959 Conf'erence on Savings and Residential 
Financing, sponsored by the United States Savings and Loan League. Reprinted 
in L.S. Ritter (ed.), Money.and .Economic Activitz: Readin,s in Memel and 
BaDkinS" Hou.ghton Mif'fl1D,. Boston, 1951, p. 323. 

17 J. G. OUrley and E. S. Shaw ~ "F.:l.nancial Intermediaries and the 
Sav:lng-Investment Process, ft Journal of Finance, XI" May, 1956~ pp. 261-62. 
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Some Basic Issues 

Thus, the Gurley-Shaw thesis, as appl1ed to the Oanadien salee 

fmance industry, holds that the industry is a potential obstruction to· 

anti-inf'lationary monetary policy and, in addition, could cause the 

chartered banks to ~f'er inequi table consequences. The valid1 ty of 

these contentions, wi th respect to eny particular period of t:ime" 

cannot, however, be determined in the abstract, by referring, for example, 

to the facUe notion that the sales .f'1nance industry operates in an 

inherently procycl1cal f'asbion while the Bank of Canada' s behaviour is 

inherently contracycl1cal. Even if' tbis vere manifestJ.y true, it would 

not necessarily f'ollow tbat the Bank must take inequi table offsetting 

action against the chartered banks. 

Accordingly, the following are some of the basic questions that 

will be investigated be1ow, w1 th respect to the years 19$3 to 1962. 

1. 'What vas the nature of the impact of the sales 

finance industryon the Canadian economy during 

this decade? 

2. Did the industry tend to oppose and ~erm:t.ne 

monetar,y policy during those yeara? 

3. If so" what ware the reactions of the Bank of 

Oanada? 

4. Were those reactions appropriate? 



CHAPTER II 

THE GOALS AND TECHNIQUES OF THE BANK 
OF CANADA; 19$3-1962 

The Broad Goals: 111e Importance of the Vision and Style 
ot the Governor of the Bank of Canada 

In its broadest sense" monetary pollcy" ta paraphrase Professor 

Viner's tamous aphorism" is what central. bankera do. One can add to 

that" on the basis of Canadats eJqJerience during the late 'titties and 

early 1 sixties" that it is also what they say t'hey do" what they say 

they vant ta do" and what the publlc thinks theT do. As to what 

Canadian central bankers are intended (by Parlianent) to do" that" at 

1east" is abundantly if unhelpfully' clear. 1b.eir task is noth1ng 1ess 

than 

ft ••• ta regulate credit and currency in the 
best interests. of the econamic life of the 
nation" ta control and proteet the extemal 

. value of the national monetary UDi t and to 
mi Ugate by i ts influence fluctuations in 
the ganeral1eve1 of production" trade" 
priees and emplo1Jllent, so far as mq be 
possible within the scope of monetary 
action" and ganeralJ.y to praaote the ece- 1 
nemie and financial weltare of the Dominion. Il 

lsubDission by the Bank ot Canada to the Royal Commission on 
Banking and Finance" pp. 113-14. This document will be ci ted herealter 
as Submission: Bank of Canada. 

- 36 -
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LookiDg back over the past tvo decades of Canadian economic 

history makes i t plain tbat there is little to be ga1ned in the vq 

of an understandmg of the nature and purposes of, the behavi.our of 

our monetarY' authorities by mereq referr1ng to legislation and the 

like. That understanding DIllst be 80ugbt iD the deeds and the 

accompanying words (where such vere uttered) of the Bank ot Canada' s 

managemm t" as personified usuallY' bY' i'lie Governor. .Anotber scarce, 

which is of particular importance vith respect to the Coyne era, an 

era of cri tical relevance to this stud1', consiste of the vins 

expressed bY' the Governor on the diverse economic and relat8d issues 

that bave coritronted us over the ,ears. For" as Professor Sayers 

aptlY' pute it: nihe essence of central bsnk1ng is discretionarl 

control of the monetary system..... The central banker ie the man who 

exarcisee his discretion" not the machine that vorks accordiDg to 
2 !:!!!!. ft The "rnle", as far as Canada ia concemed, is in anY' case an 

unspecitied one) The pr:IJDary determinants of the activities of ber 

central bank have at m'Y givan 'lime therefore emerged trom the overall 

perspective and the modus operandi of its Governor. 

2R•S• Sayers, Oentral Bauld"f .Atter Bagehot~ Oxford, Clarendon 
Press, 19$8, p. 1. (Emphasis added. 

3SUbmiesion: Bmk of canada, p. 114. 



The Visions and Styles of the First Two Governors of the Bank 
of Cmada 

ibese modi operandi have varied a great deal" in spite of the 

.tac~ tbat there have only been tbree Governors since the Bank of Canada 

vas establlshed in 1934. Those of the firet two are particularly 

relevant to this study. The frame of reference of the tirst Governor" 

whose tenure extended into the early post-World War II period" vas 

defined by the Great Depression of the lth1rties. In thus perceiving 

reality" Kr. Graham F. Tovers resembled his opposite numbers tllrougbout 

the western world" especially in Britain and the United States" ss vell 

as most senior civil servants and academic economists. He therefore 

responded passively to the strong inflationary pressures that charac­

terized the late 'forties, ~garding them as but the legacy of wart1me 

controls and restrictions. Once the se and related transi tiœal forces 

had spent themselves, he expected" the familiar syndrome associated w:t th 

an inadequate level of aggregate demand would agam emerge.4 Another 

reason why he vas w:l.lling to tolerate a very substan Ual degree of 

inflation in those days ws bis strong commitment to firm bond. priees 

and stable bond markets. To turther illustrate bis outlook lt ls 

notable that what migbt otheNise have bem recognized as a higbly 

portentous development--the increasiDg int'low of U.S. capital into 

4For a qui te full accounting of his postwar operaticms and the:l.r 
underlying reasons" aee bis testimony published in Canada" House of 
Conmons, Proceedings in the standing Comm:1ttee on Banking and Conmerce" 
March 18" 1.954" pp. )-1.3. 
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Canada--1nspired no observable misgivings in Ms mind. He probably 

regarded i t as ,et another bulwark, at least in the short run, agaiDst 

eJœess capae! ty, and as such deserving only to be weJ.camed. This 

general attitude persisted until the outbreak, in June, 19SO, ot the 

Korean Var. 

It is, however, true that from then until Ms retirement in 

early 19S5, Mr. Tavers functioned. in a rather less pemissive tasb1on. 

He took prompt and detinite action to choke ott the upsurge ot demmd tor 

consumer durables that was sparked by the out break ot the KONan var. He 

abandOlled, or at least signiticantly moditied, Ms traditional opposition 

ta sotter bond markets. He inaugurated the Canad1an money market. On 

the whole, however, he seems ta have cœceived his basic role as be1ng 

one ot contributing to the prevention ot the kind ot long run seCDlar 

stagnation that so exercised ecanom1sts dur:lng the :lmmediate postwar 

periode The tomula that the Bmk of Canada adopted to attaiD this end 

was the canscious nonuse of Most ot its powers.S It strove to retrain 

from.any move that might generate anxietyabout the future, :in the minds 

ot entrepreneurs especially, while attempting at the same t1me to 

encourage the developmeDt ot sopbistLcated credit facil:l.ties. Kr. Towers 

alSCi displayed li ttle visible desire ta intervene in inter.t.nstitutional 

relaticmsbips within the finane1al seetor: he seems to have preterred 

Snns interpretation 1s endorsed by Most wri tars on the subject. 
See, tor example, E.P. Neufeld, Bank ot Canada Operations and Poliey, 
Toronto, University ot Toronto Press, 1958, pp. 182-206. 
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instead a somewhat ol1JBPian detachment. Hia errora" su.ch as they vere 

during those years" vere mainly CIles ot omission. 

The second Governor" Kr. James E. C01l1e" took office at a t1me 

when the Canad:l.an ecollODl7 vas being subjected to an entirely ditterent" 

and in m8Jl7 respects unprecedented" set of pressures. To the task of 

coping vith them he brought a vision and a style that vere !W 1888 

singular. If Kr. Tovers DJa)" 'he described as having bel1eved" in 

Thoreauesque tashion" net only that that regulator regulates bot who 

regulates least" but also that he should do so as unobstrusivelT as 

possible" then his successor mal" 'he said to have looked upon himself 

as a combination of Cassandra and Jeremiah. For Kr. C01l1e" silence 

meant acqu1escence and passivity meant compllcity whenever Error vas 

abroad. Throughout the greater part of his tenure Error stalked the 

land and beguiled its people. He theref'ore set himselt to contront:l.ng 

1 t and correcting them. 

This 1s net the appropriate place to chronicle Hr. CoJl18'S 

labours" except as necemsary te cODvey the essential varp and wof" ot 

monetart policy in Canada between 19$$ and 1961. bt cm be done quite 

briefly. Like his predecessor" he vas haunted b7 a spectre; but in his 

case it vas the spectre of inflation. It" l1ke tbat of his precieceswr" 

vas thougbt to be endemi" in the exLsting system" and vas theref'ore 

nnHkely to be susceptible te palliatives. But Mr. Towers durJ.Dg the 

postwar years vas able" as va know" to regard most of" the prevailing 
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trends as at least feoding-off, if notel:iminating, what he feared 
above aU alee. No sucb. solace vas ava1lable to Kr. Coyn8e He saw 
h1msel.t 1I1creas:fngly engulted by tendencies that could œly haste the 
bitter harVest and'make it vorse than it migllt otherw:lse have beeo. Nor 
could. he, as could bis .predecessor, console himselt wi'th the lmOldedge 
that there vere ld.ndred spin ts iD the cbancellories: what, arter all, 
can a poli tician of Mr. Tower' s day bave dreaded more than chromc under­
emplo1Dl8nt? For Mr. Goyne there must :lnstead have "been f'irst the 
suspicion and later the certa1Dty that the government of the day 

6 opposad bis desigps and boped tosuccesstally disavov Ms vorks. 

FlnanT, ve bave the apocaln>tic nature of bis vision. Linger1ng 
unemplo1D1ent and related iUs are. painful to cœtemplate, to be sure, but 
at least the:r.do not usually jeopardize the integrl ty of the affl1cted 
society as national and moral eDtities. But when a countl')" embarles, a8 

Mr. C01De considered Canada to have done thrOllgh most of the '.f1tties, on 
an investment "spree" of unparallelled proportions that vas "premature, 
vasteful, speculative" and unproductl.ve," vith her consumers folJ.ow1ng 
suit,; and when she garnishes theae inflationary forces with large 
mcreases 111 her imports accompanied by massive foreign borrow:lng--then 
ahe 1nfl1cts upon hersel.f economic injuries of a "chromc structuralQ 

nature,; she imperils ber "national independence,;" and she addicts ber 

6A viv1d description of bis thoughts and emotions cm be found in bis statement on the bill declaring vacant the position of Govemor of the Bank of Canada. Canada, Senate, Proceed:l.Dssin the Standing CODmittee on Bank:Jng and Commerce, July 10, 1961. The bui never became law, but Hr. Coyne resigned bec au se bis position bad obviously'.becomeun:tEmable. 
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citizens to perpetually nliv:fDg beyond tbeir means. n7 She COUrtsi in 

a word, disaster, and at an acceleratmg tempo. Possess1ng a doughty 

temperammt, feeling isolated from and embattled by bis compatriots, 

and th1nking himselJ." alone :in perceiving the t'iger at the gates" it 

vas inevi table that he should have deported h1mself' aB f'ev central 

bankers have done, bef'oN or since. He stumped the country,; he 

cri ticized bis government, tirst obl1quely but latar more bontallYJ 

and he transf'ormed bis Annual Reports f'rom objective f'actual recitals 

into forensic .. dev1ces. Increasmgly the evangel1st rather than the 

technician" he attempted to manipulate not only the levers. that central 

bankers traditionalq control but also, vith bis rhetoric" those in the 

hands of' investors and consumers. Because of' the nature of bis posi'til.on 

everything he called ~or becane part of' mat the Bank of' Oanada repre­

sented in the mind of' the cODIBunity. As a resu1t" its reactions to h1m 

as a man merged w:l. th i ts. reactions ta the visible and imputed behaviour 

of' the Bank. They became" in other words" part of' the ef'fects of' monetery 

policy. 

Kr. Coyne vas succeeded in mid-196J." af'ter bis abrupt zd 

sensationa1 effective removal .tram of'fice" by bis Deputy, Kr. Louis 

Rasminsky. The occasion vas a higbly traumatic one for all Oanadians, 

and i t generated an atmosphere in which "the belief' vas widespread that 

7See David C. Smith and David W. Slater, nihe Economie Policy 
Proposals ot the Gavemor of the Bank of' Canada,'f Queen 1 s. Quarterly" 
LXVIn, SpriDg" 1961 as well. as H. Scott Gordon, The. Economists Versus 
the Bank of Canada t Toronto, RyerBon Press, 1961. 
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tinancial pol1ey vas being grossll' mismenaged, and that thG Bank 

of Canada 1 s reeant interventions had aggravated the d:Ltticulties 

rather than relieved thEll1. 1f8 

~ Narrower Goals of the :Bank of Canada 

The Bank of Canada concei.vesof i tself as being basically' a 

member of the set of public institutions wh:l.eh exists to colleotively 

promote such goals as susta1ned. economic growth at high level of 

employment and efticiency, internal priee stability, econœdc equit7 

and economic freedom, and the UJce. It also t'eels that it has a 

particular responsibili ty for "seeing that adequate emphasis. is at aU 

times p1aced on priee stability: in the consideration of public polic)"," 
. 9 

an objective that it does not condder incompatible vith the others. 

8J •C• Weldon, "Fairer Competition for Canada's Banks,". 
The Banker, CXIV, July, 1964, pp. 1&17-21. 

9Su.bnisSiOD1 :Balk of Canada, p. S. This document appeared 
alter m&ny' ot the. events eovered .~)" tbis study" had occurred, and 
e:xpresses the news ot the successor te the D'.8l1 who personif1ed 
monet81'7 polie)" dur.1n.g most of .the ye&rs UDder review. Hr. Rasninsk7 
was, however, very- clo se 1ndeed to the heart. of the decis10n-maldng 
machiner)'" of the Bank throughout this period and. 1 t 1s reasODable to 
assume tbat, vith the one exception noted beJ.ow, those of his views 
quoted bere reflect those held. b)" the Bank f S management during the 
't:ltties. 
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Its role is to work in the realm of "credit condit1ons"~ an area which 

embraces 

" ••• the whole range of terms and conditions 
aUectlng borroving and lending and the purchase 
and sale of tinancial. assets: the level and 
rates~ and the various requiranents (over and 
above the pay.ment of a certain rate of interest) 
which lenders require of borrowers as a condition 
ot making funds available~ e. g., the specifica­
tions ot standards of credit worthiness~ 
collateral. secur1 ty, repQDl8nt period, etc • ..J.O 

The Pivotal Role of the Chartered BaDksj the Allocative Role 
ot the Market 

The Bank' S role devolves techD1callj" trom the fact that i ta 

principal liabilities, currency and cCXl'llll8rcial bank deposits" compose 

the foundatiOllS ot the money supply. The second" and usuallT the 

SIl811er, of the se liabill tiea consti tutes also the cash reserves of the 

commercial b~g system" and it is iD tbeir modification that the 

Bank's purposes are usuaUy achieved. As the current Govemor puts it: 

"W:l. th the chartered banks operating on the basis 
ot reasonably stable cash ratios, variations 1n 
the supply of cash reserves would be expected 
to initiate a chain of insti tu tion al and market 
responses whose ultimate ettects on the cost and 
availabill.tyof credit would be broadly in line 
Vith the central bank's objectives" although 
nei ther predictable Dor controllable in detail. ,,11 

10IbLd. ~ p. ll9. 

llIbid., p. 134. (Emphasis added..) 
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Since this s'bldy ls to a large extent concerned vith seme of the links 

in th1s chain of institut10nal and market responses~ Mr. RaSllinsky' s 

justification of the above approach 1a of considerable interest. 

"It would provide 11 ttle control over the 
precise tUdng or detailed character of the 
resu1ting changes in interest rates and 
institutiona1 ~ending and 1nvestment poll.cies~ 
but it wouldleave a eat deal ofleeway for 
the interp!:b:0f private dec1s10ns in workIDg 
out the de ed pattern of 1nterest rates, 
credit allocation, and the distribution of 
assets he1d. bl t'inanc1al institutiœs and the 
public. "12 

In ac:kl1tion to ita other consequences~ tbis tends~ 1nc1dantal.ly~ to 

render the Bank of Canada 1 a other basic :tunction~ debt management, 

something of a residu.al.. The general .tinancial market, 1s t'hus ngiven 

as much freedOlll as possible~ within the general environment influenced 

by the cash reserve management of the central baDk, ta place 1 ta am 

valuation on the secur.l. ties issued by the govemment. n13 The alterna­

tive wou1d allegedly require~ in effect~ the reversing of these 

prior1t1es, and is generally to be avoided because 

"Changes in the market prices of Government 
securi ties wou1d appear on the surface ta be 
mere1y the resu1t of central bank ~ction and 
tbis would make i t much more ditf1cu1t for the 
central bank to follow a flexible monetary 
pol1cy. Moreover, the attention of dealers 
and inveators would tend to concan trate on 
anticipating the next move of the central bank, 

12 r Ibid., p. 1.3;1. - (Emphasis added.) 

13Ibid., p. 134. 
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and cont1nuous short-run speculation rather 
than appraisal of the underlying forces at 
work might wall become the dominant activity 
in the Government securities market. The 
central bank vould have a particularq 
difficul t problem of coping vi th undesl.rable 
destabilizing shifts iD market expeotatioDs 
generated br i ts own actions. 1114 

How Bank Reserves Were Computed between 1923 and 1962 

It is worth digressing brief'J.y to describe the manner in which 

the chartel'ed banks vere required, dnring the decade under reviev, to 

comply vith the reserve ratio set by the Bank of Canada. Before the 

Bank Act vas revised in 19S4, the banks vere required to alvays 

maintain, in the form of Bank of Canada notes and deposi ta wi th the 

Bank of Canada, a minilD11m reserve of S% of Canadian dollar deposits. 

(In practice they carrled 10%.) The revised Act obliged each bank to 

carry a minimum monthly average cash resene of 8% ot its deposl.t 

liabilities. There were, again, tuee component parts: total deposit 

liabilities, note holdings, and deposits at the central baDk. The Act 

lurther stipulated that reserves be computed by taking the average 

deposit liabilities and note holdings of the four consecutive 

Wednesdays anding with the second last Wednesday of the previous 

month. For the deposita with the Bank of Canada an average of the 

dai1y totals for the cUlTent month vas to be used. Thus, for arry 

l4Ibid., p. l3S. (Emphasis added.) 



- 47-

given month" 1t vas only the th11'd of the above elements that vas 

variable" the others be1ng :f':Lxsd. Bence" changes in a chartered 

bank's deposit l1ab1l1t1es'or note holdings, whether brought about 

by monetary" pol1cy or otherw:Lsej had no ef'fect on 1ts legal respons:l.­

bU1 ties unt11 the f~llowing montb.1, 

The Bank ot Canadals Att1tude towards Near-banks, in Relation to 
Monetary POliCl and as Compet1tors of the Chartered Banks 

The toregoing" to resume the main argument" clearly demon­

strates that the Bank of Canada regards the chartered banks as the 

basic instrument through tdlich to ,eJœcute 1ts general purposes of any 

gLven moment" leaving 1t to the market to vork out the ram1f'1cations 

in detai1. It 1s ot course avare that other financ1al insti tut10ns 

exl.st" but regards them as having 1arge1y dUferent tunctions trom 

those of the banks" although 1t recogn1zes that sim1lar1t1es also 
16 

existe This tema to make them co11ectively a thing apart tram. the 

chartered banka" as far as monetary pol1cy 1a cQllcemed" AJ3 to whether 

anti-1nf'lationary monetary pol1~y has generally suffered as a result" 

the Governor states that 

lSrbid." p. 39. It shou1d also be mentioned that since late-
19" the chartered banks vo1untarily carried a secondary raserve 
amount1ng to 7% of total deposit l1abilities in the fom of highly 
liquid gpvernment securit1es. 

16nnd." p. 123. 
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"The rapid growth dur1ng recent yeers of 
var:l.ous t1J)es of f'inancial institutions which 
compete directJ.y vi th the char"tered banks iD 
various aspects ot their lending and depos1t 
business raises a nwnber ot important questions ••• , 
LOni!· question is whether the operations ot tuse 
insti tntions which are not subject to stipulated 
cash raserve or liquid asset requirements have 
const:!. tuted in practice a serious impediment to 
the ettectLveness ot a policy ot monetary 
restraint in Canada on the occasions when th1s 
bas beau the sim ot the central bank. Ml OWD 
teeling w:L th regard to this important issue 1s 
that thel have DOt .... &11 

The above statement 1s qui te correct as to the Bank' s general 

attitude towards near-baDks dnring the 't:1fties, but is subject to one 

important exception. There wes in tact, 821 will be shol1l1 balo., one 

group ot fiDanc1al institutions that the Bank ragarded as a sarious 

imped1ment to restrictive monetary policy-the sales t:l.n.ance indnstry. 

The next questions to he considered are whether the ~ ot 

the near-banks bas, in the Bank 1 S view, taken place at the eJIPeD.88 ot 

the banks, and whether tbis development is due, as Gurley and Shaw bave 

suggested, to the tact that only baDks are SIlbjected to raserve ratios 

and other legal restraints. Here, too, the Govemor is Eaplicit, and, 

again, there is a sign1t:1cant exception to be noted. 

"ihe ability ot the so-called "near-banks" 
to grow at the e:xpense ot the chartered banks 
seems to me to depend basically on the abili ty 
ot the Anear-banks" to ofter relativelymore 
attractive tems to those w:L th tunds to deposi t 
or invest than are ottered by the chartered 

17Ibid., p. 9. (mnphasis added.) 
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baDks.... If the chartered baIlks vere able and 
villing to maintain their deposi t rates at 
competitive levels and recoup themsel.ves by 
raisiDg their lendiDg rates~ l do not see why 
their membersh1p·1n the fractional cash reserve 
system should prevent them trom growing as 
rapidlyas their competitors who are not members •••• 

"In practice~ of course~ the ch&rtered banks 
are restricted in the lending rates they can 
charge and in their participation in certain 
relinmerati ve tields of leDding~ and this 
undoubtedly affects their abiliv to compete 
for .tands bY' offenDg suftic:1ently attractive 
interest rates on time and notice deposits. 
l should imagine that this 1s one of the main 
reasons whY' the chartered banks have lost ground 
to their near-baDk competltors durÛlg the past 
decade~ On the other band, ·I do DOt tbink: that 
thère is much ev1.deDce that the compet1t1ve 
aiDs of the "near-b8llks" at the e ense of the 

ch8l'tered bmks have bem unusu. at dDrÛl 
periods of monetary restraiDt axcept· in certain· 
rather special. cases, such as· the ga1ns made bl' 
the instalmelit finance c aDies in the field of 
ersonal lendin dur1n the earl 19 • 8 before 

theIfneral move of the chartered bsnks into the 
fie ot instâiiiîent-type personâi loan piâiîs. ri18 

Summarz and Conclusions of Chapter II 

The tirst two sections of this c~apter dealt vith the strategic 

objectâ ves of the Canadian monetary autbor.l.ties from the end ot World 

War II until the beginning ot the • sixt1es. TheY' alao conveyed what 

might be termed the tone of the monetary climate during that periode 

We saw that the mana.gement of the Bank of Canada~ personitied bY' the 

18Ibid., pp. 9-10. (Emphasis added.) 
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Govemor, vas beset b)" an almost obsessive :tear o:t inflation, and vaged 

a vigourous and at times single-handed crusade aga1nst it. 

We &lso noted that the Bank rejeoted the Gurle)"-shaw thesis in 

i ta generalized :tom, and continued to use charterad bank 1"8serves as 

its main polio)" lever. It vas suggested, however, tbat the B8IJk did 

accept the Gurley-Shaw thesis w:l.th respect to one nonbank int8l'D1ediar)", 

the sales finance industr)". This will be substantiated in Chapter IV. 

The :toregoing discussion also inclicated tbat the Bank regarded 

the relative growth of the sales finance inchlstry d1lr1ng the mid-fUties, 

whau restrictive monetary policies vere being pursued, as not on1)" 

obstructive to its policies but also inequitable to the baDks. This 

latter situation,however, vas allegedly rectitied later, when the 

banks entered the sales finance field on a substantial scale. 



CHAPTER nI 

ON THE ECONœIC EFF.EOTS OF COMMODITY 
INSTAIlmNT œEDIT 

flhl BorrowersBorrow 

Sales finance companies bave as their basic raison d' 3tre the 

provision of commodi ty instalment credit. As the term :lmplies" debtors 

are required to apply the borrowed funds to the acquisi tian ot specifie 

commodi ties and to malte f'ractional repayments according to upl1.ci t" 

predetermiDed schedules. It is now appropriate to examine the economic 

cbaracter of the representative user of commodity 1nstalment credit 

together with some conceptual considerations to which bis activity 

gives rise. 

He ot course shares wi th all borrowers the character1stic of 

wishing ta make· a current p~ent but lacking the necessary liquidity. 

The fact" however" that the payment he bas in mind is one tor which he 

will receive in retum a dIlrable good" combined vith bis willingness to 

regularly transfer, as repa)'Jllent" segments of his anticipated future 

in:f'lows of funds" distinguishes b1m from the others. Were tbia or an 

equi valent type of cradi t ~ot aVailable" he would ei tber have to forago 

the acquisition of the good in question until such time as be succeeded 

-~-
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in accumul.ating the wherewithal from bis 1ncome f'low" or liquidate some 

previously-acquired asset. (Given the avaUabili ty of commodi ty instal­

ment credit of varying repayment intervals, i t may be inferred that the 

interval he chooses corresponds roughly to that which .ould othervise 

elapse before he cOuld accumnlate the necessary savings.)l NaturallY" 

tbere are costs involved in each of these alternative courses of action" 

and the rational borrower will preswnably trl" ta maximize bis total 

we1l-being by equating at the margiD the relevant costs and benefi ts" 
. . . . 

and thereby determine the total use he will make of this type of credit. 

lllPothetica1. Effects of Commoditl Instalment Credit on the 
Level of Aggregate Demand 

Our ultimate concan is vi th the overall. relationship betweeD 

commodi ty instalJnent credit and the level of aggregate spending on 

current output, as both variables DlOve through the successive phases of 

the business cycle. It seems a reasonable procedure" however, to approach 

that relationship bl" tir st considering the impact of commodi t7 iDstalment 

cre di t on the current level of aggregate danand. 1'hen the discussion 

will be extended ta its impact on the stability of the econ0Dl7. 

There is" to beg1n vith" no single" general answer ta the question 

of whether the extension of commodity instalment credit will lncraase the 

lDisregarding the Bize of the down-p~ent and the rate of 
interest. . 



borrowers' current demand tor the goods speci.tically involved" because 

we can never say w1th certainty that" in its absence" they would have 

chosen to torego those goods until som~ later date. Still less cm we 

general1ze as to the e.ttects an current demand tor goods in the aggre­

gate. In this respect the main ditticulty lies in our uncertainty as to 

what the various suppliera of credit would otherwise have done vith the 

fUnds involved. The situation becomes even more ind.eterminate in the 

abstract when repayments are considered. Nov i t becanes necessary to 

know not only how the debtor-repayer would have used his .fund.s if he had 

not had to make repayments but also how the successive credito~collectors 

will use them therea.tter. Clearly" then" we can attribute to a g1VeD 

change in the level of outstanding commodity instalment credit radical.l1' 

difterent consequences tor the aggregate level ot dEllland" merely by 

making appropriate assumptions about the f'oregoing considerations. 

A certain amount ot empir1cal ev!dence is avaUable relat1ng to 

the tirst set of uncertainties,,2 and it together w:J.th certain assump­

tions that appear reasonable will be used as our basLs tor turther 

analyais. The spread between the return on liquid assets and the 

contemporaneous cost ot canmodi ty iDstalment credit ls so large3 that 

2concisely summarized in the tollow:ing volume: Paul W. McCracken, 
James C.T. Mao" and Cedric V. Fricke, Consumer Instalment Credit and 
Public Policz, Michigan Business Studies, Vol. XVII" No. 1" The University 
ot Michigan, AnD Arbor, Michigan" 1965. The data reter to U.S. e.x:perience, 
but they are probably consistent with those pertaining to Canadian 
experience. 

3rbid., pp. 23-24. It ls estimated as being at least 8% per aDDUIIl. -



1 t seEmS UDl.1kely that the average c'redi t user would borrow in tbis 

fasbion if he possessed liquid as sets of correspol'ldiDg value. This 

impl1es that the financed commodi ty would. probably not otbel'Wise have 

bem acquired and, therefore, that the incurring of the l1ab1l1tl" by 

the borrower represents an increase in his total current demand.la. 

The next question, concern1ng the level of aggregate demand, 

depends on what the supplier of the credit would otherw1se have done 

with his money. This depends, in turn, on a more fUndamental questlon. 

To put it !nto perspective, consider that the sales fiilance compànl" 

(1dlich is the major but, as ft w.Ul see later, bl" no means the only, 

Canadian supplier of this type of creàL t), deri ves i ta loanable f'unds 

malnq tran t'Wo sources: the banks and other nonbank 1ntermediaries. 

It is theretcre necessar;y to kIlow, really, what the, would have done 

vi th the monel" if thel" had not purchased sales finance company 

liabllitles. The answer to that question depends basically on the 

overall level of bus:1ness activity. In relativell" slack t1mes lt ls 

likely tbat thess f'unds would otherwise conat! tute excess lending 

capaci tl", but iD boœn periods thel" would probabll" be diversions from 

other types of lending. These, being quite variegated, do not havé the 

direct links wi th the acquisition, of goods that commod:L ty !Dstalment 

credit does. It is therefore ditficult to sa)" to what extent aggregate 

d.emand is reduced bl" the diversions, except that any such reduction ls 

4rhe borrower way, of course, be either a private consumer or an 
entrepreneur. If he is a consumer then lt ls demand for consumer goods 
that !Dcreases. If he ls an entrepreneur !Dves'bnent demand risse. 



bound ta be lus tban the increase in aggregate demaDd occas1oned b)" 

the associated extensions ol cClDlllodi ty instalment cre di t. (That there 

will general.J.y be a concurrent eJCPansion of ou tstanding commodit)" 

instalment credit when sales finance companies borrow 1s, at least, 

fairl)" ceriiain, both in the abstract and, as will be sem below, on the 

basis ot actual exper.l.ence: there would othervise be little reason for 

·them to 1ncur the 1nterest costs involved.) On balance, therefore, it 

seems reasonable to suggest that an increase in the level of outstanding 

commodi ty instalment credit will result in a lesser rise ~ the level of 

current aggregate demand, 1ts magnitude varying inversely with the volume 

of economic activity. 

We can sim11arly: assert, w.i th respect 1.0 repayments, that when­

ever sales finance companies contract their total out standings (i.e., vhen 

repayments exceed extensions of new cred! t) they will correspoJndingly' 

redllce their curren t indebtedness to their OWD credi tors. It therefore 

follows that the effects of contractions on aggregate demand depend 

jointly on the uses that the debtor-repayers. would otbervise have made 

of the money and how the banks and other cred1 tors of sales finance 

companies will subsequently dispose of 1 t. Assuming that the repQJIleDts 

generally come trom the incaD.e inflow of the debtor, this means that the)" 

will reduce, in some proportion, both bis cmrrEilt consumption spendiDg 

and his cnrrent saving •. It has been suggested that personal saving has 

become increasingly contractual; that individllals commit themselves 

increasingly to saving fOlms sncb as insurance and pension plans which 
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require periodic (e.g.~ monthq) contri1:Rltions. This implies that a 

decreasing portion of their incane will be available for discretion817 

consumption and saving, and, therefore, that the lion' s share of deb1i 

repayments come out of current consumption spending. S· Another tendency 

that supports this expectation 1s the increasing substitution of the 

services provided by ownersbip of the dI1rable goods (e.g., mator 

vehiclea) that sales finance credit makes possible for the1r separate 

purchase (e.g., transportation) :tram :t1rms. Bence, 1t 1s suggested, 

repayments constitute substitutes for the consumption expenditures tbat 
6 

would otherwise be necessal7. (On the other hand, the very ownership 

of such goods could conceivably inspire changes in individuals' behaviour 

pattems that would require increased consumption expendi tures. For 

example, the possession of an automobile might lead to longer or more 

frequent excursions for holiday or entertairmlent purposes.) 

'!he hypothetical reascming as to the subsequent uses that the 

banks and other lend.ers to sales finance campanies are likely to malte 

of the f'unds made available by contractions in total outstandings is 

analogous to that concerning expansions. This means, in eUect, tha1i 

under boom conditions repayments will tend to be reloaned, more or less 

immediately ~ but men the economy i s in recession they are likely to 

increase the idle lending capacity of the institutions involved. An 

~cCrackeD, Mao, and Fricke, op. c1t.~ pp. 2S-26. 

6rb1d. 
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extension of commodity instalment cre di t does Dot by any means neces­

sarily involve the acquisition of a currently-produced cClDJllodity. A 

very considerable proportion of sales finance company loans covers 

purchases of used goods, especially automobiles. Even when the trans­

action involves a nev article there is alvays the possibility that it 

vas produced dur1ng the preceding fiscal. 18ar. In orcier to gauge the 

eflects 01 the transaction on aggregate demand ve would therelore need 

to knov something about the seller's invento17 policies. When a loan 

covers the purchase 01 a used vehicle only' that part 01 its pr.l.cevhich 

represents dealer services and the like constitutes incane dI1r1ng the 

curre.nt period, the remainder represents a transter of asseta. Hovever, 

the seller of the vehicle to the dealer, having liquidated an asset is 

nov in a position to buy other goods. It is, indeed, higbly probable 

that tbis vas the very consideration wbich prompted the sale. There 1s 

therelore a strong presumption that that transaction was immediately or 

shortly therea.tter followed by.turther expenclitures on goods and services. 

Before going on to other economic implications of the extension 

01 commodity instalment credit, it should be noted that even il the level 

01 aggregate demand were to remain, under boan conditions, at around the 

same level as it would otherwise have been, because of the abovementioned 

ottsetting eflects, this would not mean that the state of the economy vas 

unalfected. Qui te apart from all other considerations, the extension of 

commodi ty instalment credit during boan times has the eflect 01 diverting 
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resources into the prodllction of consumer dIlrables and away frcm other 

areas--the prodllction of other, more durable, capital goods, for example. 

In other vorda, in addition to whateYer impact sales f:lnancing may have 

on the !!!.! of the economY'8 total output 1t also has a sign:Uic8Elt 

effect on its composit10n. This, too, 1s a matter in wh1ch the monetary 

author:t.ties may claim a legitimate interest, as, indeed, the Bank of 

Canada did on at least one occasion during the 'fitties. 

Soma Multipl1er-accelerator Considerations 

Extensions of commodi ty instalment credit generate certain 

multiplier-accelerator affects. So, together with a11 factors affecting 

the level of aggregate demand, do other types of credit, but their 
7 

effects are, vith one exception, basically different in character. 

Instalment credit ls unique in 1ts rep~ents mechanism. The basic 

nature of the operati ve factors can be conveyed by means of the follow.1ng 

example, which rests on some s:1mple assumptions. 

Consider a mode18 in vhich aU commodi ty instalment loms finance 

the acquisition of consumer durables that have been produced by fi1'JDS 

operating :in an economy which EIIlploys onJ.y labour. (Tbere 1s therefore 

7 The exception 1s the category of cash loans Sllbject to rep8l'Dlent 
by instalment. Here, however, the borrower is iree to spend the money as 
he sees fit. Sales finance companies, operating through af.tiliates, also 
engage in thisldnd of lending on a very snbstantial scale. 

8Based on a model in McCracken, Mao, and Fricke, op. cit., 
pp. 31-33. 
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no iDherent accelerator potential.) Every individu al in tbis econany 

makes current consumption expendi tures only on currently-produced 

goods,9 out ot bis earn:Lngs ot the previous period only" and is subject 

to a conatant marginal propensi ty to consume of 60%. Instalment 

repayments are made entirely at the eJlPense of cu1'2."ent conswnption. 

All loans are tor a ten-period repayment interva:L begiming in the 

first period following their extension. iheyare also interest frae. 

Und.er the aasumptions made" and excluding the abovementioned 

offsetting affects, the direct impact of the instalment lending 011 

spend.ing for current output is equal. to the di.t.f'erence between current 

loana extend.ed and current repa~enta. Table III-l shows that when the 

leve! of ourren t extensions 1a held constant thia effect falla by a 

constant absolute &Mount for the tirst tan per10dsand then settles at 

zero. This is the root reaaon ny the "indirect effect"" equal to 60% 

of the tota:L incremental change of the previous period, &lao starts 

declin'ng by the sixth periode The combined effect i8 to cause the 

tota:L incremental change to begin talling earlier" bl" the ti.ttJl period, 

and to dvindle to insignificance witbin approx1mately twelve periods. 

This rudimentary mecha:tism is intended to focus attention on the 

f'undamental importance of chœges in the leve! of new loans extended to 

the total inoremental change in the leve! of spending :in the ourrent and 

immediately following periods. It 1s, however, only in those relative!y 

9This requirement could be dropped if 1 t vere assumed that 
sellera are committed to maintain a certain oonstant physicaJ. invento17. 

, .",... 
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TABLE 111-1 

HlPOOHETICAL ILLUSTRATION OF INCRœENTAL 
EFFECT ON NATIONAL mOCHE OF CHANGES 

IN INST.AllŒNT CBEDIT OUTSTANDING 

.. Change in 
Period Extensions Repayments·.·· AJnount Indirect Incremental 

Outstanding Ei"tect 

: 
• .. 

1 $1,000 • ••• .. '$1 000 . • • •• $1,000 .. ...... , .... , 

2 1,000 100 ···'·900. 600 1,SOO 
3 .. '1,000 200 . ·800 900 1,700 
4 1,000 300 ··700 , ....... , 1 020 1,720 . , 
5 1,000 .. .,··hOO 600··· .. 1,,032 1,,632 
6 ···1 000 SOo ··500 978 1,478 .... , 
7 <1,,000 600 400 : ..• 887. 1:,287 
8 1,000 700 

, ··300 •. ·.·, .. ·········773 1,073 
9 .. 1,000·, .. 800 .. 200· ··644 8h4 

10 .. 1,000 900 100 ··S06· 606 
11 ··.1,000 1 000 .....• 364 364 . , 
12 1,000 1,000 "it ~.:. 218 218 
13 1·000 , 1,000 ..... 131 131 
14 1000 1,000 ....... ;78 78 , . . . 

15 1000 1,000 .".;. 47 •.. 47 , . 

16 .1,000 ... 1,000 . ...• ···24 24 
17 .1,000 1,000 . ~ .. ~ 14 J.4 
18 <1)000 1,000 ".:.". " 

8 8 
19 1,000 1,000 ••• ···,5 5 
20 ·1000 , 1,,000 ••• 3 3 

Source: McCracken, Mao" and Fricke, op.c1 t. 
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fev periods that these changes have s1gnificant effects. Because 

repayments begln immediately" the reverberations shrink to insign1fiéant 

proportions faster than those caused by- most other increases in aggre­

gate demande This peculiari ty of instalm.ent cred! t is especial.l1' 

apparent when" as in this. case, only one per.l.od" the tirst, experlences 

a change iD the volume of loans extended. 1t ls further underscored on 

Table 1II-2, in a way that is somëwhat less unrealistic. The :torego:lDg 

assumptions are maintained, but applied te levels of outstandiDg consumer 

lnstalJnent credit that actually prevailed in the U.S. frommid-19$4 to 

the end of 1962.10 

w .. .. 
An interest1.ng result was noted bythe. writers who.CCllCeived 

tb1s model (McCracken" Mao" and Fricke" op •. cit.,pp_ 34~36)" when the 
dates of the changes from peak to trough in . the .19 SB .. and 1960 recessions 
in the U .S. vere imposed on the figures of Table 1n-2.In both cases 
the lov point in total incremental change in spending ·was reached one 
period after the trough. This lends credence to the Bank of Canada' 8 
clailll, to he quoted more :t:uJ.l.y belov,that commodity instalment credit 
tends to operate as a drag on the timing, and a180 on the extent, of 
economic recovery. On the other hand, the observed shortDess of the 
!ntend chlr.l.ng which the upward movements in out standings axerted 
strong pressures on the total incrElllental change in spending raises a 
question as to whether this buoyancy contimled pasf,; the :nüJ.-employ.ment 
level of output, and thereby contributed to innation, especially when 
offsetting' affects are considered. About the most that Carl be said" 
in terms of thia modal, ia that the recovery, thougb somewhat belated" 
was boosted strongly- at its outset. That affect, iiit vere a general. 
one, could indeed cause total spending te peak soDiewhat higber and 
later than i t otherwise would, but, again, 1 t doea not necessarily 
involve pushing the economy !nto inf'lation. We· will consider tbis 
matter further below, within the context of Canadian experience. 

. ... 
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TABLE 111-2 

HlPOTHE'lI:CAL ESTDfA'l'E OF INœEMENTAL EFFECT ON 
NATIONAL INOOME OF œANœs IN CONSUMER 
INSTAlMENT CREDIT OUTSTANDING" 1954-62 

.. ' (in millions of dollars) 

Change 111 Indirect Total Incremental 
Year Quarter Alnount Outstanding Effect Change 

1954 

1955 

1956 

1957 

3 155 
4 554 
1 1,,309 
2 1,,461 
3 1,,4S9 
4·· 1,,030 
l' 955 
2 630 

.3 S04 
4' 684 
1 530" 
2 604 

.3·.... ". 554 
..... ·4 .•. > .. ·h03 

1958 ····1;·~3lal 

' .••.•.. • .•.•. 31~ ••.•.••.••.•••.•.. · •• ••··•· ·T~i.··· ...... . 
. ·......)1,,130 . .... .... ·.·2···········'i:~~I .• ·· 

;~;>1,,263 ' ... ' 
..... . 11,,239 
····.2 ..... 1,,134 

3 . "'720 
4 452 

'1961 1-99 
2 -95 
3 2 
4 745 

1962 1 720 
2 1,,353 
3 946 
4 1,,423 

° 93 
388.2 

1,,018.3 
1,,487.6 
1,,768.0 
1,,678.8 
1"saO.3 
1,,325.5 

'1,,097.7 
1,,0$.0 

959.4 
938.1 
895.2 
778.9 
332.5 
-23.0It 
-72.8 
2S9.0 
832.9 

1,,331.6 
1,,826.4 
1,,8g.4 
1,,855.3 
1,,793.4 
1"S07.8 
1,,175.8 

645.9 
330.3 
199 .. 3 
SfX,.7 
772.1 

1,,275.1 
1,,332.5 

155 
647 

1,,697.2 
2,,479.3 
2,,946.6 
2,,798.0 
2,,633.8 
2,,210.3 
1,,829.5 
1,,781.7 
1,,599.0 
1".$63.4 
1,,1&92.1 
1,,298.2 

h37.9 .. ' 
3l.S 

-121.0 
432.2 

1,,389.0 
2,,219.9 
3,,044.6 
3,,089.4 
3,,092.4 . 
2,,989.2 . 
2"SL3.4 . 
1,,959.8 
1,,076.8 

550~9 
332.3 
9h4.3 

1,,286.7 
2,,125.1 
2,,221.1 
2,,755.5 

* The sign ofthisitemshou1d be reversed" and the amount should be 
18.9. Since the consequences of this" and one or two other very 
minor numerica1 errers :in the Source" are negligible, as far as the 
argumen t bere 1s concemed" 1 t has not seemed necessary ta recompute·, 
the co1umns a.t'fected. 

Source: McCracken" Mao" and Fricke, op. c1t. 



- 63-

Th:l.s model, ot course, is a gross oversimplification of realitT. 

For one thing, accelerator effects vere excluded. Yet, when ve ccmsider 

the matter fUrther it8 possible relevance to realitT i8 not necessari17 

undermined. General· mul tiplier-accelerator effects vary according to 
. . 

a number of factors, including among others the econŒ1T' s aggregate 

capi tal-output ratio, the trend of i ts aggregate marginal propensi tT 

to consume, the existence of excess-capacity' in both the cODsumer goods 

and producer goods sectora, and the lEllgths of the relevant lags. At 

dif'ferent.· times . and under difterent conditions these are capable of 
.... ;, ..... :. '. 

.~~S1ï111it1g~·cVd.te>Widé varietT of values, and tbus DO eas7 generalization 
'. ..... ". . ,.>',."',.'.. . . 

. ' :.,'" '," 

:f.~'~~~~ibl~.\Bu~:ii1ti~ we, as several vriters have implied, U that 
.. ,.,':" .... :" ., .. '< ;.:'''.::., i:·:::::' :", ", ',.': <.:: .,' ';". 
d·.h1stôd.C·8J.u;Per1encemay iDdicate a much veaker and briefer potential 

.: . . .',:".;. '.' '" . ': ..... ," .. ' '. ".... ~"'." ...... . . ... ,' . 

.. i>\it ••.• ·· ••• • ~(~:~Z:::~!:=:ODch::o::::te~c:=ved 
··.i::~~o~i()1lo,f.t\in~~ent~·~p~~ance. !lso, as vas just suggested bT 

···················,··········.· .. ··;,M~c~àêken,'Ma()~:andFri~ke,;then~textension of instalment credit maT 

····,·.·;pi.(,~uc.a·its.m~Erte:Çan~~n.ary consequences immediatelT alter the upsving 

....... ·ll~~~t.~i~~~':W'ai .. >~a~~Jf~8U~lT·be an occasion. when considerable 

'~~e~s4ai,~~it;.~~sts::~tile~onomy~ . and theretore the accelerawr 

.·<~ffedts'~lP~ô~biYbêsllgl1t ....•. This creates the like1ihood that the 

..()fts~ttingè:rfeét;sthatth~elë:ten~ion ~f instalment cnd! t has on the 

·····.llsee.:r~~examp:te,paul A. Samuel.son, "Interaction betw&en the 
Multiplier Analysi 8 and the Prinoiple ot Acceleration, n Revin ot Economic 
Statistic8, XXI; May, 1939, pp. 75-78, and R.S. Eckaus, "The Acceleration 
Principle Reconsidered," guarterJ.,y Joumal ot Econœnics, LXVII, May, 19$3, 
pp. 2ll-21." 
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avaUabilityof other forms of credit are at their weakest under 

preciseJ.y these conditions and at their storongest when the expansion 

of outstand1ngs bas either petered-out or is about to do so. These 

offsetting effects have demand (and therefore mult1pller-accelerator) 

consequences of their own and 1 t 1a probable that these will be at their 

strongest wen the economy 1a closer to the full-employmerl t mark than 

when 1t is :t\1rther s.way frcm 1t. 

The above considerations thus imply that there exist substantial 

grounds for uncertainty as to commodity instalment credit·s inf'lationary-" 

as opposed to merely expansionary" capabilit1es. ihey produce" mor~ 

spec1f1ca1.q" a plausible hypothetical basis for upectmg that. its main 

impact on total spend1ng will be to delay but strengthen the earlier 

phases of a general rise in the leveJ. of output. Agam" l1owever" it 

should. be emphasized that this doesnot mean that 1t cannot have 

signif'icant e.f'fects on total spending during other phases of the 

business cycle as wall as on the qualitative composition of total 

output. 

The Volatility of the Demand for Consumer :D1rables 

There 1s" however" still another dimension of the potential 

impact of commodity instalment credit on the stability of the ec0DOlD1' 

that must be considered. Its effects on total spending" discussed 

above" are broad ones. They mst .tirst f'ilter througb the industries 
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that produce the specific canmodities whose acquisition it finances. 

Renee the response ot those industries to the initial impact ot 

increased demand is quite signiticant. Automobiles and the other 

consumer goods involved are rather durable articles, which normally 

depreciate physically at a fairly predeter.minate rate. Nevertheless, 

their output, es,pecially that of automobiles, ls sUbject to a kiDd of 

inherent instabil1ty to liblch that of other commoditles, of which 

services are the purest example, ls immune. The predictability of the 

physical rate of depreciation would, of course, be in itself a factor 

mald.ng for stability. It would help producers to antlcipate that 

portion of current demand which rep1'E~sents the desire of past purchasers 

to replace the autanobiles, etc. that they already possess. If ne. 

purchasers were villing to so arrange their act! vi ty as to enable 

producers to accomodate them· in an orderly- fashion, spread-out eVenly 

over tlme, no great volatUity would probablyensue. The same would 

then also be true of another potentiallJr volatile element in the 

overall sl tuation" the fact that the production f\mctions involved. are 

relatively capital-intensive. In these circumstances :f.nvestment could 

probab1y be plarmed and executed qui te snoothly. 

In reality, however, this sort of snoothness is seldom possible. 

Consumer durables, e~ecially automobiles, perfor.m in our societ,y fUnctioDs 

that are sociological and aesthetLc as wall as merely techn:lcal. This 

renders the demmds for them distinctly sensi t1~e to 8Uch essentiaJ.J..y 

psychologLcal forces as style changes and the like. Consumersl re~oDses 
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to these are difficult to anticipate, and thus the actual replacement rate 

is less predictable tban it would be if it depended only on physical 

attrition. Historical experience indicates that tbere does exist a 

defini te tendency for people to cluster both their initial acquisitions 

(when they marry and set up hou sekeeping, etc.), and their subsequent 

replacements of household goods. Past levels of automobUe demand have 

been even more uneven. The consequences, as Table III-3 illustrates hypo­

thetically, can be considerable. Al! automobiles are aSSWlled thereon to 

have a life of tan years,and in part A new demand is constant at .S 

million uni ts peryear for the tirst ten years, while in part B the entire 

increase ot S millionunitsoccurs in year one. This bunching .. ot nn 
"; ," .:' . 

d.emand in partB doubles total output in year one and year eleven over 
. . ; 

the preceding years while halving i t in the tollowing ones. (Corres-
," .:. "::':' .' . . . 

ponding fluctuations in the capital goods industries can also be postulated 

plausibly.) Thosewho·· assert that th1s sort ot unevenness is :1ndeed 
. . 

:lnherent in oureconomy usually define 1he rate ot change in the level ot 

d.emand tor automobUes as a :tùnction ot the rate ot change in the level 

ot income. Ther also assigp. to instalment credit a particular l'Ole in 

this process. As one such writer exp~s: 

"The destabilizing effect ••• is undoubtedly 
intensitied in the downward cH.rection by the 
tact that replacement can be postponed beyond 
the normal time and in the upward direction by 
the avai labi lit y of' ••• credit ldlich permits rapid 
eJq)ansion ot purchases to make up tor postponemen t 
of replacement during the downswiDg •••• "12 

12warren L. Smith, "The Eftects of Monetary Policy on the Major 
Sectora ot the Economy," in L.S. Ritter (ed.), op. cit., pp. 189-90. 
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TABLE 111-3 

THE EFFEeT OF ''BUNCHING't OF OUTPUT ON THE STABILITY OF THE AUTOMOBILE INroSTRY 

A. NO BUNCHING 
(in millions of physica1 unite) 

Period 0 1 2 3 k 2 . 6 7 8 9 10 11 12 •••• 2l 
Replacement ,.0 ,.0 ,.0 ,.0 ,.0 ,.0 ,.0 ,.0 S.O S.O S.O S.S S.S •••• S., New Demand 0.0 ~ ~ ~ ~. ~ ~ ~ ~ ~ ~ 0.0 0.0 •••• 0.0 Total OUtput 5.0 5.5 5.5 5.5 

Total stock Sb.O Sb., Si.o $l.' S2.0 S2.S 53.0 53.5 54.0 54.5 'S.o 55.0 55~O 55.0 • 
~ 
1 B. BUNCHING 

(in millions of physical uni ts) 
Period 0 1 2 3 h 2 6 7 8 9 10 II 1,2 o ••• 2l 
Replacement , , 5 5 5 5 5 5 5 , , 10 5 •••• 10 New Demand 0 ~ 0 0 0 0 0 0 0 0 0 0 0 •••• 0 Total Output '5 '5 '5 '5 '5 "5 ~ '5 '5 '5 ïO '5 ïO 

Total Stock SC> 5, S5 55 55 55 55 55 55 55 55 55 5S SS 

Source: McCracken, Mao, and Fricke, op. cit. 
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The clear implication of the foregoing is that commodi ty 

instalment credit~ which is an agent and not a cause of this var.i.ability~ 

May in theory and~ as Canadian experience during the 'fifties suggests~ 

in fact be associated with a substantial degree of econamic fluctuation. 

Summary and Conclusions of Chapter III 

It is not possible to state· categorically~ in the abstract~ how 

the various borrowers and lenders that the mechanisn of cODlllodity 

instalment credit links together would have exercised their optlons if 

the mechanism did not exista Nevertheless~ there are plausible grounds 

for attributing the following economic effects to this type of credit. 

Its extension increases the borrower's current level of demand~ and bis 

repayments reduce bis level of demand in subsequent periods. This makes 

changes in total outstandings a reliable indicator of the effects of 

commodity instalment credit on the debtors involved. As to its effects 

on the levels of aggregate demand and spending~ these depend basica1ly 

on the level of general economic activity. They will be greatest during 

slack t:iJnes~ when the financial sector has excess lending capaci ty~ but 

they May a1.so be significant during boom t:iJnes. In addition to its 

quantitative impact on aggregate demand commodity instalment credit also 

materially affects i ts composi tion~ thus gt. ving consumer durables a 

relatively greater share of total output than they would otherwise have. 
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Its effects on the level of total spending are governed primarily 

by a multiplier mechanism, modified by the .fractionaJ. repayment arrange­

ments peculiar to it. This suggests that the most signific$lt expansions 

in totaJ. spending associatJ8d wi th a given increase in total outstandings 

will oceur during the i'irst few spending periods following the inerease. 

(The possibility also arises, ta be investigated further in the nsxt 

chapter, that its quantitative effects are greatest just after total 

spending has passed its trough and has begun to rise.) 

Demand for consumer durables, especiallyautomobiles, 1e 

notoriously volatile. Thus, eommodity instalment credit, acting as a 

deus ex machina, is also capable of contributing s:lgnificantly to 

flnctuations in total spending by facili tating recurring flnctuations 

in the output of these goods. 



mE ECONCIŒO IMPACT OF mE CANADm 
SAIrES FINANCE INllJSTRY; 19$3-1962 

The Orclieal Behaviour of the Canadian Sales. Finanee 
Industrlj 1953-1962 

In identl.:ty:I.ng the general tuming po:ln ts of the 1evel ot 

overall eeonomie activitl" iD Canada during the years under revin lie 

rely, as do other vriters on analogous phenomena, on the reterenee 
1 eye1e dates dete1"Dlined bl" Dr. D.J. Daq. These are as toUas: 

June, 19$4 

AprU, 1951 

April, 19$8 

J anuary, 1960 

Hareh, 1961 

Trougb. 

Peak 

Peak 

Trough 

The data rater to the -tan largest eompanies" group deser.ibed alsewhere, 

vhieh May he taken as being s1DOn)'lllOUS wi th the sales tinanee iDdIlstr7. 

Table IV-1 shows that the induatry' s total outstandings varied 

eonsistently iD a strongll" proel"eliea1 fa $ion and, as Kr. Coyne implied 

and the earlier hypothetieal discussion iDdieated they would, they 

~.G. Johnson and J .W.L. Winder, LagS in the E.tfeets of Honetarz 
PolieT in Canada, A 'Workingpaper for the Royal COlIIDission on BankiDg and 
Finance,. ottawa, Queen's Pr.lnter, 1962, p. 22. 
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Reference Date 

Trough n / 1954 

Peak 1/1957 

Trough II /19S8 

Peak 1/1960 

Trougb I / 1961 

TABIE IV-1 

CICLICAL TURNING POINTS AND AMPLITUDES IN TOTAL NOTES 
RECEIVABLE OF THE TIN LARGEST S.ALF:3 FlNANCE. COMPANIES 

.AND REFERENCE DATES FOR CANADA, 1953-1961 

Lag (Ho. of 
(Quartera) 

'l'I1ming Point Total Notes Total Notes Rece1 vable 
Total Notes Rece1 vable Beh1nd Seasonally Adjusted 
Receivab1e Reference Date (millions of dollars) 

IV / 1954 (2) 737 

nI / 19~ (2) 1,210 

III / 19S8 (1) 1,118 

IV / 1960 (3) 1,372 

IV / 1961a (l) 1,,284 

a 'l'I1rn1ng point not establ1shed: series shows decline at latest fignre for IV / 1961. 

Source: Fed.erated Council of Sales Finance Companies. 

• 

Per Cent Change-
Trougb to Peak and 

Peak Ü) Tl'ou&h 

1 
~ 

+64.2 ... 
1 

- 7.6 

+22.7 

- 6.4 
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tumed upvard and dovDward alter the level of economic activi tT did. 

It 1s worthlrbile to look also at the cyclical tUl'D1Dg po1n.ts of the 

main consti mente ot the :lndnstrl" s leDding operations, siDee tbe1' are 

not 1dsnticaJ. vith one anotber, and because these .constituents have beeD 

evolving c:Iurmg the years uncler review. 'l'able IV-2 shows the dates ot 

the turning points ot loms extended on n9W cars and total. sales ot 

passEllger cars. It :lndicates that the troughs ot loms on new cars 

lagged beb1nd those of the level ot economic .ctt vi tl' on each ot the 

three occasions, blt that the peak ot the tormer lagged bebiDd that ot 

the latter on one occasion and led it on the otber. (It also 1ndicates 

tbat these tuming points have a certain tendenc1'. to lag behind those 

ot sales ot nEnr passenger cars.) The 1:DrDiDg p.oints in the leve! ot 

loms on used cars and other consumer goods are shown on Table IV-3. 

It is interesting that all three troughs of loans on used cars lagged 

behind those. ot the reference cycles but that there vas a lead between 

both of the1r respective peaks. Table IV-4 gl.ves the amplitudes ot 

each ot these cyclical swings. 

The relative brevity" ot the overall :interval imposes a degree 

ot tentativeness upon 8D1' generalized statement of the. el'clical cbaracter 

ot sales finanee lEl1ding in Oanada. It is theretore usef'ul to reter 

brief'l1' to evidence ot essmtiaUy s:i.mi1ar patterns traced bl' COJIDD.odi t1' 

in&talment credit :in the U.S. during most ot the past three decades. 

The peaks and troughs ot the reterenee cycles are analTticall1' analogous 
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Reference 
Date 

Trough n /1954 

Peak 1/1957 

Trou@Jl II /1958 

Peak 1/1960 

Trougb l / 1961 

TABLE IV-2 

CYCLICAL TURNING POINTS m NEW AUWMOBlIE RETAIL PAPER 
PURCHASED BI 'mE TEH L.ARŒST SAlES FINANCE OOMPANIES 

TOTAL SALES OF NEW PASSENGI!R VEHIGI.E AND 
~CE DATES FOR CANADA, 1953-1961 

• 

No. of Quartera IBad (or Lag) 
Total. Sales of New AutomobUe New Automobile RetaU Pa2&r Co!!!!ared to: 
New Passenger RetaU Paper Total Sales of New 

Vehicles Purchased Reference Date PalSsenger Vehicles 

IV / 1954 IV / 1954 (2) 0 

II / 1956 In /19S6 2 (1) 

IV / 1957 III /1958 (1) (3) 

II /1960 11/1960 (1) 0 

l / 1961 II / 1961 (1) (1) 

Source: Federated Counci1 of Sales Finance Companies. 

~ w 
1 



Reference 
Date 

Trough n / 19$4 

Peak I/19S7 

Trough II / 19S8 

Peak I/1960 

Trougb 1/1961 

TABLE IV-3 

ClCLIOAL TURNING POMS IN USED AUTOMOBIlE PAPER AND OTHER CONSUMER GOOIE INST.AIHENT PAPER PURœASED BY THE TEH LARGEST SALES FINANCE CŒPANIES AND lWERENCE DATES FOR CANADA, 19,3-1961 

• 

No. of Quartera Lead (or Lag) Other Conàwner Co~ared to Reference Date: Used AutomobUe Goods Paper Used Auto Other Consumer Paper Purchased Purchased Paper Goods Paper 

IV / 19S4 II / 19,4 (2) -
IV / 19,6 II /1956 1. 3 
IV / 1958 I/1959 (2) (3) 

IV /19,9 IV /19,9 1 1 

IV / 1961a IV / 196.1.& (3) (3) 

& TIlming point not established: . series shows decline at 1atest figure for IV / 1961. 
Source: Federated Couilci1 of Sales Finance Compan1es. 

1 
~ .e::-
1 



Trougb 

Peak 

Trough 

Peak 

Trough 

Trougb to 
Peak 

Peak to 
Trough 

Trougbto 
Peak 

Peak: to 
Trough 

- 7S-

TABLE 1V-4 

.AMPLITUDES OF RETAIL CONSUMER PAPER PDRCHASED 
BY THE TEK LARGEST SALES' FINANCE 

COMPANIES, 19S3-196J. 
(mLUions of dollars) 

Annual Rates (Seasonally Adjusted) at Tuming Points 

New Auto Used &!to Other Consumer Goods 

247.8/ IV-19S4 2S8.WIV-19S4 8S.6/II-19S4 

la98.h!III-19S6 330 .lv'1V-19 S6 140 .b/II-19S6 

34S.2/111-19,8 279. 6/IV-19 S8 123.2/ 1-19S9 

1146.8/ II-1960 313. 2/IV-19 S9 148.b!IV-19'9 
, 

368. hl II-1961 2O,.6/IV-196J. U6.0/IV-196J. 

New Auto Used Auto Other Consumer Goods 

+101.1 +27.9 +61&..0 

- 30.7 -1,.4 -12.2 

+ 29.4 +12.0 +20.S 

- 17., -34.4 -21.8 

Source: Federated Council of Sales Finance Companies. 
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to those used above in relation to the Canadian eCODOIQ", and the 

1Dtervals covered are 1929 to 1940 and 1946. to 1962. 

Chart IV-1. concerns the tiret interval,. and shows that the 

tnming points of total outstandings consLstently laggec1 behind those 

of the general 1evel of economic actl:vity'. Ohart IV-2, which deals 

wi th the second interval, tells a rather more compl:1cated but still 

s1m1lar . story (qui te &part from the references to Regulation W that 

relate ta the question of regulation of commodity instalment crecl1t, 

wb1ch w1U be taken up below). Again we observe the S81118 general 

tendency for the peaks and troughs of total outstandings to lag beb~Dd 

those of the reference cycle. 

The Royal CODIJIIission on Ban1d.ng and Finance aplored the question 

of ho. fluctuations in the operations of the sales fLnance indDstrT 

compared w1th those of other tinancial inte:r:mediar.l.es in tb1s countrT. 

P1'Ocedurally, the Commission first selected a specific cri tenon for . 

each of the seven important Canadian fLnancla1 intermediaries as being 
. 2 

an appropriate 1nd1cator of that institution' s evolution. Next, 1t 

21he fo1lowing seasonaJ.J.y-adjusted quart&rly series vere used: 
Chartered baDks: currency and total deposits. 
Quebec saviDgs 'banks: total deposi ta. 
Mortgage loan cœpanies: deposits and debmtures of tour 
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estimated the loDg-term trend ofea~ indicator" and then coaaputedthe 

percentage of each observed value of thEt indicator series of the trend 

value at the Saille date. B)r so expressiDg the respective indicators the 

Commission sought to depict their cycl1cal movements. The resalts are 

g:l ven' b1' Chart IV-3" and the Cœmd.ssion SWIIIIled them up iD the fol1ow1ng 

way. 

nThe ••• behaviour of allinstitutions but 
the sales finance and saaU loan companieShas 
been broadl1' simUar. In periods of restraint 
such as 19S5-S7 and 19S9 their rates of growth 
have fallen sharpl1' when the ~entral bank bas 
brougbt pressure to bear on the syataD' 8 cash 
reserves and interest rates have r1S8D. S1m1-
181"11'" the1' aU tend to exp and rapid17 at the 
S8Jlle time" as :ln 19S4-SS and 1958. On the other 
hand" the assets of sales f1nance and consumér 
loan companies have grown more rap1.c:Jq than 
usual in ye&rs such as 19S6 and 19S9 wh_ 
iDterest rates were high and the total resources 
of the other institutions were UD~er pressure" 
and have grown lese rapicig or decl1Ded in 
periode of easier mone1'. If3 

B7 vay of explanation of this tendenc7" the CoDlllission echoes 

the views of the Bank of Canada regarding the :lDterest-inelastdci V of 

the demand for sales finance company facilitdes.4 But" unlike the Bank" 

companies. 
Trust companies: deposi ts and certificates of eleven 

compaDies. 
Caisses Populaires: deposits. 
Sales finance companies: loans receivable. 
Small loan companies: loans rece:lvable • 

.3aeport, p. 219. (Emphasis added.) 

4Ibid. -
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CHART Œ-3 

CANADIAN FINANCIAL INSTITUTIONS: CYCLICAL FLUCTUATIONS 
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it places a quite diff'erent normative interpretation an the situation. 

This is worth noting because i t relates ta one of the basic questions 

involved in this study. 

This approach to events tends to affirm the supremacy of the market 

mechanism over the sort of criteria invoked by the Bank of Canada. 

More significantly, however, it also test1.fies implicitely to the 

inadequacy of monetary policy under the k1nd of conditions that have 

prevailed in Canada during the gL-eater part of the postwar era. We 

will. consf.der this matter further in Chaptal" VI. 

The Commission 81so shed sOIIle light on another pertinent question: 

namely the allegedl.y unique tendency of the sales finance industry to 

expand loans in the face of restrictive monetary policy, especially in 

comparison wi th. the banks. 

"It should also be recalled that bank lending 
was rising through much of this period in response 
to rising loan demand from both business and 
consamers, even though the total assets of the 
banks did not grow significantly. The banks vere 
able to finance this increased lending by ~Jnning 

Srud. (Emphasis added.) 
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dDwn the!r holdings of more l1qu1d assets in 
which" unlike the finance companies" thel' f1nd 
1 t pro fi table to iDvest on a large scale vherl 
loan demand is veale. A comparison of the growtil 
of' the sales finance companies' receivables vith 
that iD bank ganeral loms :In the periods of 
most rapid cycl1cal :l.ncrease" when total bank 
assets vere under restraint" shows that f'raD. 
mid-19 ~~ to mid-19S6 the :l.ncrease in bank loans 
was .87~ million" or about 27%" compared to an 
increase f'or the companies of' $279 mi1l1on" or 
31%. In the 1'8ar ending in September" 19~9" baDk 
loansactualll' rose more rapi~" 23% agaiDst 9% 
f'or f'inance company receivables; the absolute 
incraases were 1950 mUl:1on and $110 million 
respectively. 

"Thus, although thetotal.asseta of' the 
compaDieaand . the banks behave dif'f'erentll dl1riDg 
much of'a period of restra:1nt,. the:1.r 1encttnS 
respoDse~as beal._ch the 881l8. In the latter 
stase a .of .. suchperiods.however, after. the baDks' 
lendins. has .virtually ceased. ta. ew,. the finance 
compaDies' have contimled .. to inci'ease their 
race! Yebles, part1cul~.fraa busirless, . because 
of. the!r contiDDâi abi~T to attrac~ fUnds. For 
e:mnple, the balke' lôans rose bl' si trom mid-19S6 
to mid-19S7 while the instalment f'inance compaDiee 
increased their receivab1es 16%. In the six months 
f'ollowing Sep~ber 19~9 when the banks' general 
loans cieclined about 3%, atter allowances for 
seasonal Variations, finance camp~ receivab1es 
l"C>se a turther $8~ m1llion or 6%.86 

Ve will explore these considerations f'urther in the laat section 

of' this cbapter. Bef'ore doing so, two other aspects of the CoDlllission 'a 

appraisal of' the sales finance industry' s behaviour should be noted 

briefiy. It pointed out" firstly, that like aU operators in imperf'ect 

markets, sales finance companies cannot adopt an entirely impersonal 

6rud. (Emphasis added.) -
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approach to their customers, and respond oDly to dlort-tem factors. 

Secondly, as to the basic determiDants of f'luc;:tuations iD the leDding 

activit!es of the indust17, the Commission sigoi.tJ.cant1.y observee that 

"Even more than the bants, whose reactioDS 
are alao delayed and incomplete, the ccmpanies 
are affected by demand factors. Cye1ical 
increa_a in their as_ta thus come to an end 
not pr1mar1l1 because orthe state of :financ1al 
markets and shortages of f\mdsa al thouè thez 
have seme influence, but because the daumd 
for automobiles and the other goods the, ftnance 
ultimatêti weakens •••• Rl 

The Indnstr.y' s Impact .as Sean bl the Bank of Canada dIlr1ng 1955-l9S6 

We have alluded to the views held by the Bank of canada coDCe1"ll1ng 

the sales finance indus"try'a impact on the Canad:1an ec01lOlll7. It 18 now 

appropr.l.ate to cite them in a more complete fasb1on. 1he follow:lng 

passages appeared in Mr. CO)'lle'e Almual Report for 1956, 

ItA special case of ered1 t expansion feediDg on 
the process of act! vatd.on of inactive dew1t8. 
assumed signitic8llt proportions dI1r1ng 19 S and 
19 S6, namely, a very large inorease 111 the vol.ume 
of consumer credit, particul.arl.y as .tJ.nanced by 
instalment finance compan:1es. An merease in the 
amount of consumer credit outstaDding mecs ail 
increase in the amount of consumpt1oD in 8XC8SS 
of income: sncb dissav:l.Dg OD the part of some 1s 
made possible because otbera CODswœe less thaD 
the:lr incomes. At a time men al.l the savins that 
can be accomplished 1s need.ed ta provide resources 
for the capital investment progr81111118 and therebz 
ex;pand productive capac1tZl diversion of an 
increas1ns amount of savine ta finance consumption 
1s someth1ns of an anomall. '!he total1Dcrease of 

71bid. (Emphasis added.) 
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COllSUlller credit in 1956 vas not as great as in 19.$.$ 
because in 1956 the chartered b81ks reduced by 36 
million their direct personal. 10ma of this character, 
lIbereas :in 19.$.$ Rch 10ans increased by $89 mi] li on. 
Other fol'lDS of consumer credit increased by ,2~ 
million, in 19.$6, the rate of increase beiIlg 
particularly' marked in the case of instalmEllt 
finance compaDies and persOllal. loan companies. 

"Finance companies c81Tl on an operation which 
ls :in an essentiâls ba1k:::l!g, but are DOt restra1ned 
by cpanges in DlOnetary conditions. Thel are able to 
canpete for depoaits throug!l the sale of short-tem 
papar in the money market zd to raise fonds in 
securi tiea markets, palin" 8Il~ necessary rate of 
interest for these purposes, or increased interest 
costa do not a sr ta dater consumer borrov:lD • 
Banks Dot char more than interest OD loans. 
Finance companies are Dot limited :In tbis respect 
and their rates of mterest or C~lIcharli 
range fl"OIl U.1;o *' per moDth, i;ë;j; 1;0 
par l'!8F,or more. Salle of the companies are . 
subsidiarJ.88 of lare foNie corporatians and CaD 
obtain f\mds diretlT ~ ~ •. Finance companies 
are not reguired 1;0 maintain rasanes nor are they 
subject 1;0 regul.atioD in the val tbat banks, life 
insurance compaDies and soma other mves'bDent 
institutiœs are. 

-In a tille. of inflatiœary pressure finance 
cgmpanies tend to maIee credit 'easier'-bY requ1rins 
lover doIm-PQJlleDts and pel'lDitting loD~r time for 
#a.ymEllt,as.happened in 1955and l.9LRarticular!z 
:ln the case of automobile ftnanc:lDs--lihereas other 
:lnstitutions. at such t:fmes try to move in the opposite 
direction. ancoe a ~ id increase in dia-
savmeon tion :In acess of income on the art 
of a s1epi.t1cant proportion of the pOp! tion, a 
large :lncrease in consumer credit adds to the lese 
heâl thy features of a boom and the need to pay back 
such increased 1080S JDaT;:no coineide w1 th a period 
of post-boom recess:loD and meraase its saventy. 
While consumer credit may be a useful. adjunct of 
modern merchandising, large nuctuations in the 
volume of such credit malee i t a de-stabilizing 
factor vo1id.ng against the stabilizing efforts of 
.fiscal and mmetary policy. The existence of vbat 
aIIlOunts to a rival. banldng system, competing for 
deposi ts and short-term tonds in order to make 
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short-term loans to finance ~on8UD1ption (and to an 
increasing extent the instalment finance companie! 
also make lO8DS to industriel" contractiDg trans­
portation, merchandising and other businesses) vithout 
supervision or regulation" and out of s'tep w:I. th the 
trend of credit pollcy in the regular banking system" 
cm be a detinite handicap _to monetary- pollcy dI1ring 
a boom" and mU also have de-stabil:1z:ing effects 
during any recession o~ activity that may ensue ... 8 

Accordingly, Mr. Coyne expla1ns, he attempted to persuade the 

members of the sales finance industry to exercise selt-restraint" but 

in vain. He therefore suggested to the banks that they curtail their 

losns to sales finance canpaDies" and the banks did 80.9 

Ve bave in the foregoing, vith its unmistakable echoes of 

Ourley-Shaw rhetoric, a very comprehensi. ve indictment of the Canadian 

sales tinance inc1ustry. It ls charged expliei tely w1 th having a 

general tendeney to promote both intlat1onar.y and detlat1.onary pressures. 

It is charged vi th facili tating m1sallocations of Canada 1 s econo.m1c 

resources durmg intlationary times. And lt is eharged with having a 

singular eapaei ty for obstrncting monetary poliey" especiaJ.lJ' o~ the 

ant1-:infJ.ationary varlet y • It ls allegedly able to subvert anti­

intlationary mœetary pol1cy because the interest-inelasticityof the 

demand for its facilities ls such that it ean outbld other instl.1a1tional 

borrowersJ beeause 1 t has aeeess to the tands of foreign corporate 

ottawa, 
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af'filiates; and because, unlike other financial intermediaries, i t is 

not subject to any kind ot public control.10 

The Enigma ot the Bank ot Canada 1 s Assessment ot the COJll1lodi ty 
Instalment Credit Situation during the Late-'Fitties 

Given the time when it vas released, the ab ove indictment can, 

ot course, be linked directly only vith the events ot the mid-fitties. 

Tbus va agam encounter the very intriguing and pertinent matter, 

mentioned in Chapter II,, ot the events ot the late 1 titties. 1hen, as 

betore, the sales finance industry behaved, as. wUl be described in 

detail belov" in a markedly expansionary tashion. Then" even more than 

bef'ore" the Bank of Canada vas acutely concemed with the dangers of 

inflation. .And then, as they had done befora" the banks drastically 

reduced their loans to the sales finance indus'try. att here the 

resemblance betveen the events ot the two periods ends. Notwithstanding 

the generality ot the phraseology that had been used earlier" the Bank 

ot Canada made no public statement on the latter occasion conceming 

the industry. Nor, evident1y" did it make any attempt ta privately urge 
11 12 

se1f-restraint on i ts members. Moreover, the Governor noted publicli 

l~r. Co,ne' s 19S6 iDdictment also implies that the ettects ot 
the sales finance industry' s lenclings ta entrepreneurs have tended to he 
similar ta those ot its lendings ta consumers. In addition" he makes no 
ref'erence ta the behaviour ot suppliers ot analogous types ot credit. 
We will explore these considerations elsewhere in tb.is chapter. 

llSee toomote 18 in Chapter VI. 

12Amlual Reports of the Governor ot the Bank ot Cana~ 'f~~ 1958" 
19$9 and 1960" passim. 
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how the banks had expanded their own lending on consumer durables, at 

the very time when they vere maldng strenuous efforts ta inh1bi t the 

abil1ty of the sales t:l.nance 1ndnst17 t.o do sa. It 1s wo relevant 

to recall the retrospective. comment by Mr. Raaminsky to the effect that 

the EIltry of the banks 1nto the sales finance field on a large scale 

during the late 't1fties vas to he regarded as a rectification of an 

earlier Inequitable situation. 

'lbis 8II1bigui ty notwitbstanding, the. BaDk' s cri tique of the 

industl7's l'Ole raises, in &.mo1"8 e2pl1cit fom than emerged in 

Chapter II, a munber of questions as to i ts conception of the relevant 

economic forces and of 1 ts own role in relation ta them. !hese w1ll 

be discussed more exhaustively in the last chapter of this study, but 

it 1s usefUl ta brietly foreshadow a fa basic considerations here. 

The Bank focused its attention, and therefore its efforts, on the agEllt 

of the troublesane phenomenon rather than on the phenomenon--the 

excessively h1gh levels of demmd for automobiles and consumer 

dnrables--i tself. In v1n of tbe tact that the Bank 18 a monetary 

institlltion par .excellence, tb1s preoccupation vith the bahaviour of 

other monetary institutions ia perhaps UDderstandable, but the effect, 

as va will aee belov, vas to inhibi t 1 ta capabill ties for efficac10us 

action. 1t is this failure to Sllf'ficiently dl.stinguish between the 

agent and the generator ot avents and ta recognize the charact8r of the 

operative market forces that probably accounts for the Bank' s tendency 

to almost attr1bute a consciously obstra.ctive intEllt to the members of 
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the sales finance industry- The fact ia that sales f:inance companies~ 

like firme in other \Dlcollusive markets, must operate witbin the 

context of their individual realities. When demand for their .taailities 

ls high they must acccmodate it, lest their coinpetitors do so. They 

are tlms obliged to solicit the necessary vherewithal fran whatever 

sources are avai1able~ vhether or not that conforms vith the larger 

putposes of the central bank. As we will see in the nen chapter~ the 

Bank's inadeqnate appreciation of and response to thase considerations 

combined w:L th the industry' s access to nonbank lGllders to serioualy 

undermine i ts restraining efforts. 

Our main concern at this point~ however, is to continue our 

examination of the empirical basis of the Bank' s indictment of the sales 

finance industrl", which vas, after all., couched in general tenns. We 

therefore turn ta the behaviour of the industry in relation to the thrust 

of concurrent monetary policY' and the behaviour of some other lenders 

during the years under revie •• 

We now tum ~. the relationships that e:xisted from 1953 to 1962 

between the lending and collecting activities of the Canadian sales 

finance industry and the actual directional inf'lnences exerted bl" the 

Bank of Canada and, parentbetically, that of certain other suppliers 

of credit. It ls, of course, a singul.arly difficult task to identif'y 
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the direction in which the management of the Bank of Canada caused or 

wisbed ta cause the econoJ1l1' to move on 8ft1' gi. ven occasion. The nature 

of bis f\mction is such as to malte 1 t higb.1y :1IIIpoli tic for a central 

banker to publ1cly declare bia intentlans in advace, as can, 887, a 

m1D1stel" of finance, in bis annual budget speech. It la there.tore 

necessary to infer them retrospecti vely b-om whatever ex poste 

utterances be chOOS8S to malee and" by' analogy 1;0 Saœelaon 1 s notion 

of revealed preference, .trom the more objective behavioUl' of tbose 

econClllic variables that are most fuJ.q undar bis cont1"01. 

The latter approach vas adopted by Harry G. Jdmson and 

John W.L. Winder, in a study of various lags in the 8XBcution of 

Canadian monetary policy that COV8rS mucb the SaDe interval as tbis 

stu~" upon which ~ will' req extens1:veq belov.13 They focuseci their 

attention on the tvo variables in particular lihose values depand pr.lma­

r.l.lyon Bank of Canada action: the net cash reserves of the charte1"ed 

bmks and the "DIoney supply'f. The f01'lll8r ia detined 8S the total notes 

and Bank of Canada deposi ts held by the chartered banks 18sa BaXJk of 

Canada advances to the cbart&red banks under purchase and resale agree­

men ta relating to transactions involving treasury bUls. flle latter la 

defined as currency and chartered bank deposits held by the public. 

(There are" of course" a number of other economic variables, such as 

lnterest ratea or total bank 10aDs, over vbose movements the Bank of 

130p• cit., pp. 8-18. 
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Canada has a det1n1te influence. Blt so do a varietT ot other partie8~ 

to a perhaps greater degree collectively, and tbis makes. them le88 

sui table indicators ot the Bank' s behav.l.our.) 

It seems a reasonable assumpt10n tbat 1 t 1s the nominal rather 

than the real values of these wo' variables over wbich the BaDk ot 

. Canada e.xerc18es the Most direct control.14 This, however, encœnters 

the d1fficul ty that, gi ven the pronounced grovth of the Canad1an ecODOD1y 

during the years in questlon and the accompanying upward movementa in 

the level of prices, the specific turn:1ng points in these variables 

that would denote changea in central bank poliCT tend to be rather 

obscured. Johnson and Winder met this problem bT r880rtillg to a 

technique proposed by Mil ton Friedman, wherebT intervals dI1r1ng wh1ch 

the ~ of change in these variables ns roughlT constant are regarded 

as characterized by unchanged monet817 policy. ibis maltes 1t possible 

to regard the termini of such intervals aa the dates at which the nature 

ot monetary polic)" underwent changes. 

Essential though it ia to know these dates, that knowledge bT 

1tselt ia inSl1fficient to identlfy the nature ot monetary poliCT dur1ng 

either the preceding, current or fo1J.owing perioda. Given the tact that 

Canada has an expanding economy, i t 18 also necessary to know how both 

the nEnl and the old rates of growth in the monetary variables compared 

vith the rate tbat would have been required merely to keep pace vith 

~e movementa ot the real values of these variables are 
referred to balow. 
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the economy's grovillg needs. This rate of grovth in the monet&r7 

variables may be thÜygbt of as the rate needed to provide the baDk 

deposi ts required to circulate the gl"owing national ineOllle at stable 

priees. Thus, SIly change iD the rates of growth of the banks l rasenes 

and deposi ts that involved higher growth rates than this "neutral" ane 

must be regarded as "ellpans1onary". AIld, similarl1', &rq' ehSllge involviDg 

lover growth rates must be deemed ·contraetionary", even :if the direetlon 

of the change is .posi'tl.ve. Johnson and Winder derived what they called 

the "long 1'UD normal rate of the 8CODOIIlY' s growtb" from the lowest of 

the forecasts of Canada' s œP in 1980 made by Will. C. Hoocl and A.D. Scott 

for the Royal Commission cm Canada' s Economic Prospects: 3.8% par 

annum.1S Then, because they found that the available empirical eVidence 

suggests that the meOllle e1astici ty of demand for money is approximately 

uni ty and i ts iDcome veloe! t1' ot circulation ia generally constant, and 

choosing to disregard as insignificant the fact that the ratio of currency 

to bank deposi ts bas been dec] i ning slowly for maDY' years, they deflned 

as "neu.tral" a monetary policy that Eapanded the net cash rasenes of 

the banka at an ammal rate of 3.8%. From this base they proeeeded to 

specity the follotdng other categories of mœetary polic,. according to 

the concurrent rate of change of net cach resenes. 

"extrema1y ellp811sionary" 1 

nexpansionary" : 

annual rate of merease ot 11.!s% and over 

ammal rate of incraase of 7.$ to 11.11% 

l~tput, Labour and CaPital in the Canad:l.an EcODC?I!lb ottawa, 
Queenls PriDter, 1958, p. 226. 
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llmildly upansionaryn: 

"m:l.ldly con.traetionaryll: 

"contraetionar.y": 

- 91-

amual rate of inerease .trom 3.8% to 7.6% 

amual rate of inerease from 0.0% to 3.8% 

mmual rate of deere8se from 0.0% to -3.8% 

Itextremely eontractionary": ammal rate of dearease greater than -3.8% 

They then anal7Sed the movements~ over the years under rev1e.~ of 

the bank:lng system's net cash reserves in terms of the above criteria~ and 

eonstructed Table IV-S. A eorresponding anaqs1s ot ehanges in the alze 

ot the l1lOney supply yielded Table IV-6, and it is noteworthy that the 

classificatory results of the two apprcaches coincide 0108817. It is dao 

notevor~, as Table rv-7 shows, that where the relevant Amlual Reports 

ot the Governor ot the Bank of Canada malte references of a quali taU ve 

ldnd to monetary policy ~ these reterences , vith only a few exceptions 

that are largely attributable to vaguies in the data,16 add an addi tion­

al dimension of andorsement to the basl.c meaningfulness of tbis class1fi-· 

aatory technique. 

Nowa word OD the inevitable arbitrar1ness of the intervals to be 

delineated below. Our main Pl1"P0se in tbis exercise is to develop a 

general perspeetlve as to the overall relationship be'tween the respective 

l~se pl'Obably arise ma1nly trom the changed. method of 
computing bank reserves that resulted trom the 19$4 revision of the BaDk 
Act. It should a180 be noted that the Bank ot Oanada encouraged the 
banks to borrow trom it during 19S3 and 19S4, iD an effort to develop 
a Canadian monel" market. Jobnsan and Winder used the "net" cash 
reserves as their indicator precisely becauae advanees tram the central 
baDk general1y result from the initiative of. the baDks, and hence the 
cash invo1ved is not really part of "requiredn reserves. It is therefore 
quite possible that the figures used are understated vith respect to 
19$3 and 19$4. 
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. TABLE IV-S 

ANNUAL RATE OF CHmGB, NET.OASH RESËRVEs PROVIDEDTO 0HAR'lERED BANKS 
suaoESsmHOMOGENEO~S mu<>œmûH19,2 to1962 . 

Period, 

19SL December - 19S2 JW1e 

19,2 'June - 1952 September 

19S2 SeJ?tember -19S2 December 

19,2 December -19,3 Harch 

19S3 Harch - 19S3 August 

19,3 Au~st'-i9,,3 Decem~er 

19S3 Deoember - 19S4 Maroh 

19S4'X81'Oh • 19S4 September 

19S4 September -19S5 .April 

19 S,April .. 195, June 

19S5 June - 19S6 Janu817 

1956 January ;. 19,6 September 

19S6 September - 19;' April . 

• 19;' April - 19S7 December 

19S7 December - 19$8 June, 

1958 June - 1958 Dacembar 

1958 December - 19S9 Febr11ai7 

1959 Febl'U8l7 - 19S9 June 

19S9 June - 19W Juq 

19W July - 1961 Juq 

1961 July - 1961 September ' 

1961 September - 1962 H8.v 

.. 

Annualllateot Ohange(%) 

- 3.04 

+10.4, 

-6.38 

+1,.04 

, ~ 3.81 

+ 3.18 ' 

- 6.30 

. + .S •. 46 

,+6~62, ' 

+ 7.22 

+ 3.91 

- 3.41 
+ 1.lû 

+10.78 

+21.09 

.. 2.98 

+,6.48 

+ 4.48 

+11.37 

Notes: 1. Each series seasonallyadjusted and smoothed. 

Classification, ot PoliCT 

Oontraction8l7. .~ 

BJpansiODal'y 

ExtremelyContractionar,r 

Extremell Blpanfionarr 

, ' Extremely Contractionary 

HUdl.y ContractiODa1'1 

Extremely Contract101lU'1 . 

H1l.cllyEXpana1onary 

Hildly 'Bxpanaionlry 

Elttremely ContractioDI1'1 

H1ldly. _ansiOÛ1'y. 

Ht1dly BJ:pans1onary 

Contraction81'T 

H1ldl1 Cont!'!ctionar,r 

BJ:pansionary . 

Oontraot1oDI17 

M11dly Oontractionary 

, Contraction817 

HUdly ExpansiOD817 

H1lc1ly EJpmsionary 

Expans1on817 

2. The figure tor 19,4 March - 1954 September is c81culatedon the aasumption that $101 ot 
reaarve8 in Maroh vere ~valent to $89 in Septemberr tbis assumption derives t1'OlD the . 
average cash ratios held by the chartered bws in the lstand 2nd halves ot 19S4. 

Source: H.G. Johns,on and J.W.L. Winder" op. cit. 
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TABLEIV-6 

ANNUAL 1W.'E OF œANŒ" . CUBB.BNOY .Atm. BANK JlEPOS[TS BELD 
BY GI!:NBRAL PUBLIC, SJCCBSSIVE BCIIOGlNFDUS PERlODS 

i1iOH 19S2 to 1962 . 

Almu8l. Rate· o~ Classification 
Period '. ChaDge (%) ot Pol1C'y 

19SL October - 19S3 June + 6.$ HUdl.7 Ex)'>ansloDal7 , 

19S3 JUDe - 19$3 Decaabezt - 3.09· CODtractionarT 

19$3 DecembeZ' - 19S4 June + 6.1t1 . HUdlT lbpanslolW7 

19S4 .. June· - 19S5 . .Augnst +12.$2 Bxtremely ExpansioD&r7. . 

'19SS August - 19S7J.ugust + .9S2 HUcIl.y ContractioDal7 

19S7 August - 1.958 October. +12.l2 . Extremel7 ExpansiOnary 

19S8 Octobel" - 19S9 Ju11' + 1.6S Mi1dl7. COIltracti0Bar7 . 
• !;( 

19S9 Ju11' - 19$9 DeceDi)er - 4.21 Extremely' Corltractionary 

19S9 Dec8mber - 1960 August + 2.91 H1ldl.7 Contractiona17 

. 1960 .AUgust .. 1961. ARgust +8.94 .J:çansionary 

1961. .AUgust - 1962 Hay + $.96 Hildq BzpmsiODal7 

Source: BoGo Jolmson and J.W.L. WiDder~ op. cit.· 
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TABLE IV-7 

AnnuiI-Rafe- - ... _- - . - _·-Ailn~Riti 

Bank Report of Ch~ge of Change of 
period Description of Money Classifioation Net Reserves Classification 

of policZ Su~ll (~~ of Policl (~ of Poli~ 

19S1 July - 19S2 January Expansion + 4.SS Mi1dly Expansionary +12.68 Extremely Expansionary 

*1952 January - 1952 July Restriotion + S.78 Mi1dly Expan sionary - 2.11 Contractionary 

1952 July - 19S3 January Expansion + 7.82 Expansionary + 4.S9 MUdly Expansionary 

19S3 January - 19S3 October . Restriotion + 2.)6 .. Mildly Contraotlonary + 0.94 ... Mlldly ContractionB17 

*19 ~ July - 1953 Ju1y Restriotion + 4.46 Mi1dl.y Exp~s1onary + 4.29 Mi1dly EJcpansionary 

*19S3 Ootober - 19S3 December Expansion - 7.67 Extremely Contractionary + 3.S2 Mi1dly Contractionar,r 

19S3 October - 19S5 September Expansion + 6.51 hpansionary + S.lO Mildq Expansionary 

19S5 September - 19S7 August Restriction + 0.91 Mi1~ Contractionary + 1.3S H11cDy Contractionary 

19S7 August - 19$6 October Expansion +12.12 Extremely Expansionary +12.00 Extremeq Expansionary 

19$6 October - 19lo October Restriction + 1.3S Mi1dly ContraètionB17 - 0.38 Contract1.onary 

19lo October - 1962 May &!pansion + 7.29 Mi1dly Expansionary .+ 9.43: Expansionary 

Notes: 1. stars denote contlicts ot classification. 
2. The calcu1ation of the rate of change of net cash reserVes for 19S3 October - 19S5 September 

assumes that $101 ot reserves in 1953 vas equivalent to $89 worth ot raserves in 19S5. 

Source: H.G. Johnson and J .W.L. Winder" op. cit. 

1 
\0 
~ 

1 
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influences on the aggregate level ot spend1ng that the Bank ot Oanada 

and the salesfinanee industl'1' bl'ougbt to hear between 19S3 and 1962. 

It is elearly desil'able tbat, o1d.ng to the vagaries ot the data pel'ta:lD1ng 

to the Bank' s behaviour, on the one hand, and the trequeney with 1Ih1ch 

the indieatol's suggest qualitative poliey ehaDge, on the other, the 

intervals not he so briet as ta be undnly vulnerable to the vagaries 

but still short enough ta retlect the rapidly eha'lgf.ng monetary pol1c1es 

that eharaeterized tbose years.· Ve will theretore colleet the varions 

sub-intervals into homogeneous sets ot roughly one year' s duration, 

largely disregard:ing the Johnson and lf.iJider quantitative distf.nctions, 

and use th.se sets as the context vi tbin which to ex.am1.ne the concurrent 

moVemEllts ct the indicators of the industry' s activities. Binee it 

seeDlS reasonable to aSSWlle- that the Bank ot Canada has somewhat more 

1mmediate and direct influence over the net cash reserves ot the chartered 

banks . than i t doss over themoney supply, ve will use the classiticato17 

system based on their variations as our basic retermce. As Tables IV-S 

and IV-6 show, however, ve would get broadly similar· results trœ the 

movements ot the money supply series. Also, as Tables IV-8 and IV-9 

show, the rea1 versions ot the net cash reserves and the money suppl,. 

series suggest sanewhat ditterent dates ot policy changes than the 

nominal versions do. (Although the purposes ot this axercise would be 

adequately sened by confining the analysis to the dates suggested by the 

nominal versions, i t is appropriate, when the general circumstances sa 

warrant, to keep in mind those implied by the realones.) 
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TABJE Iv-8 

ANNUAL RATE OF œANGE, NET RESERVES PROVIDED 1'0 Œ.ARfEBED 
BANKS, DEFLATED BY CONSmœ PRICE lHDEX, 1952-1962 

Period 

19$1 October - 1952 September 

Almua1. 
Rate of 
Change 

(il> 
+10.34 

1952 September - 1952 December -11.22 

1952 December - 1953 Hay +14.29 

1953 May - 1953 September - 8.66 

19S3 September - 1953 December + 5.46 

1953 December - 1954 AprU - 8.62 

1954 April - 1954 September +16.67 

19S4 September - 1955 May' + 3.la9 

1955 May - 1955 .August +12.37 

1955 August - 1955 November - 2.09 

1955 November - 1956 May + 6.16 

1956 May - 19S7 August - 4.hl 

1957 August - 1958 April 

1958 April - 19 SB November 

195B NoveMber - 1960 Octobel' 

1960 October - 1961 August 

1961 August - 1962 April 

+ S.90 

+16.76 

- S.66 

+ 7.S2 

+ll.94 

Notes: 1. Both series seasonally adjusted.. 

ComparisOD vi th Naninal Net 
Reserves Indicatol' 

Lead ( + j Rate of Change of 
or Lag (-) Nominal Net Reserves 
of Chanr in Comparable Per10d 
(mon'ths (,) 

-2 

+2 

-1 

-1 

-1 

+1 

-h. 

-5 
+h. 

+h. 

+2 

+1 

-3 

+2 

-3.81 

+3.18 

-6.30 

+S.46 

+7.22 

-2.18 

2. The rate of change for 19S4 April - 1954 September is calculated 
on the assumption that '100 of reserves in April were equiva­
leot to $B9 of reserves in Sep'tember. 

3. The final two columns are derived frClll Table IV-5; for clarity, 
figures are entered only in cases of significant divergence. 

Source: B.G. Johnson and J .V.L. Winder" op. cit. 
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T~LE IV-9 

ANNUAL RATES OF CHAN GE, CURRENCY AND BANK DEPOSITS 
HELD BY GENERAL PUBLIC, ŒFUTED BY CONSOM1!R 

PRlCE INDEX, 1952-1962 

Period 

1951 October - 195.3 AprU 

1953 April - 195.3 December 

1953 December - 1954 June 

1954 June - 1955 August 

1955 AQgust - 1957 September 

1957 September - 1958 May 

1958 May - 1958 October 

1958 October - 1959 April 

1959 April - 1959 December 

1959 December - 1960 August 

... 1960 August - 1961 August 

1961 August - 1962 May 

Annuel 
Rate of 
Change 

(iE) 

+ 7.98 

- 2.11 

+ 4.95 

+12.77 

- 1.65 

+ 6.119 

+17.95 

+ 1 • .39 

- 4.55 

+ 1.55 

+ 8.04 

+ 4.54 

Comparison vi th Nominal 
Monef SuPPly Indicator 

(months (%) 

+2 

) 
) -1 
) 

+.3 

Notes: 1. Both series seasonally adjusted. 

2. The final two columns are derived from Table IV-5; for 
clar! ty, figures are en tered only in cases of significant 
divergence. 

Source: H.G. Johnson and J .V.L. Winder, op. cit. 
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As vas show earlier, the various offsetting etfects assoc1ated 

vith the activ1ties of sales t:lnance campaDies will vary conside:rably 

during d1tte:rent phases of the business cycle. Rence, unless we knov 

something about the nature of the concurrent phase during which a glven 

change occu:r:red in the industry' s scale of operations, va cannot hasard 

a meaningtul estimate as to the directl.on and atUl less as to the 

:relative magni 'blde of its impact on agg:regate spending. The peaks and 

trougbs ot the reterence cycles used above vith :respect to the Oanadian 

economy for most of the 18 ars under :reviev will the:retore be supe:r1JDposed 

on our temporal format. 

A further comment on the subject of the meaSUl'8Ilents of the 

~ctivities of the saies finance industry as suppliers of cQDJll1odit)" 

instalment credit is appropriate here. J. total of tour criteria will 

be utilized: total balances outstanding, pape:r purchased (nev loans 

extBndecl), :repayments, and change in total balances outstanding. When 

va discussed the phenommon ot commodity instalment lending in hypo­

thetical terms aboya, it vas suggasted that it could :reasonably be 

aSSUlllad that repayments by debtors implied cor:responding :reductions in 

their cur:rent demande That aSSllDlption enabled us to utilize the mov81118nts 

of total balances outstanding as an unambiguous indicator ot the direction 

ot the impact on aggregate current demand produced by this type of cre di t. 

Althougb. it is impossible to prove in either a priori or a posteriori 

terms that no part of cu:r:rent repa)'lllents came trom previously-accmrmlated 

savings, and therefore that the movement of total balances outstanding 
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1s det:l.n1 tely not unambiguous in 1 ts effecta on the 1evel of agregate 
17 . 

current spending" this assumption will be ma:lntamed" for the reasons 

given earl1er. The fact 1s" hovever" that the d1rection in which th1s 

indicator i8 mov:tng" aince 1t is determ1ned by the directiœ in which 

the spread between them is moving" does not in 1tseU Specif'y unique1y 

the directions in which its two canponents" new losns axtended and 

repayments" are moving. It will often be use.tul to know their moveD8nts" 

and ve will therefore show them separately. The change-iD-balances­

outstanding 1ndicator 1s intended to serve as one of the references to 

changes in the intEl'lsiV of the impact of sales financing on aggregate 

current spending. 

April" 1953 to March" 1954 

This interval" accord:lng to the Johnsan-Winder net cash raserves 

classificatory system" dep1cted on Table Iv-5" vas one of monetary 

pol1cies of varying degrees of cœtraction. The 1mmediately preceding 

sub-interval" however" December" 1952 to March" 1953" ns "extremely 

expansionary" indeed. This 1s aU the more relevant when 1t 1s noted 

that the sub-interval before, September to December, vas "extremely 

contractionary". The setting for the specifie 1nterval Ullder considerat1on 

17 A varlet y of paradoxical effects could othend.se he attributed to 
a given movElllent of total outstllldings. On balance" it 1s h1~ likely 
that the degree of uncertainty that vould thus arise e.xceeds the probablJr 
minor one produced by the assumptlons made above. These assumptions are 
also generally made in the 11 terature. 
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that thus emerges is scarcely ane of overall tranquil1ty. That vas 

particularly tl'l1e of the field of instalment credit. It unde:rwent 

unprecedented e:xpansion during the previous half-year because of the 

lifting, in May, 19S2, of the severe restrictions imposed. on it 

uniquely by special decree at the outset of the Korean War. A plateau, 

however, had bem reached by the end of the first quarter of 19S3. 

Data are not available for this period for the "total" versions 

of the four indicators defined ar.~ve vi th respect to the 1ending 

actlvities of the sales fl.nance industry. 1hey have therefore been 

e:xpressed iD terme of retail operations; a .tom tbat i8 qui te acceptable 

for present pUl'poses, since 1ending on transactions at the retaillevel 

constitutes overwhe1mingly the major component of the indu.stry1s total 

lending. Looking at the interval as a whole, i t will. be sean, .trom 

Chart IV-4, that the paper-purchased indicator moved in an upward 

direction only during the first quarter. During the remaining three 

quarters it moved in a more or less steadily domward, contracyolical, 

direction. 1he increase during the first quarter arnounted to $99 million. 

It vas followed in the next quarter by a decrease of $69 million. The 

decreases during the last two quarters were $4S million and $29 million 

respectively. In consequence, the volume o:f new losns extended at the 

end o:f the period turned out to be some $40 million below what i t had 

been at the start. 

As :for the volume o:f repayments, it rose stead~ but at a 

decreasing rate :for the Arst three quarters. This was due to the 
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substantiel inerease in losna extended during the firat quarter" on the 

one hand" and the decrease in loana extended during the second quarter 

on the other. Bowever" they remained throughout most of these niDe months 

bel.Olf the level ot nn 108l1s" causing thereby weakening but still positive 

changes in balances outstanding. Througbout the rest of the third and aU 

of the fourth quarter" repa;yments exceeded nev loans extended and" as a 

resu.J.t" balances out standing tell by about .70 million from the total 

recorded at the end of the second. quarter. 

It vas only dnring the tir st of the four quarters under review 

that the indl1&try's operations quali.tied as even poteotially apans1onary" 

and theretore opposed to the direction of monetary policy. Balances 

outstanding rose by $122 m:i.lliœ" but when ve note that i t took place 

at a time when the level of buainess actitvity vas at its peak" and 

therefore was probably acoompaDied by a large o.ttsett1ng diveralon of 

credit :trom other borrowers, it is by no means clear that 1t produced a 

significant posi t1 ve net impact on spending. The same can be said, 

a tortiori" ot the much smaller increase in balances outstanding ot 

$30 million that occurred during the next quarter ~ under .taiJ:oq high­

activity business condititons. The industry'·s impact during the last two 

quarters vas obviously contraction817. 1t8 impact over the interval as 

a whole" however, vas expansionary. 

S'ince the reterenee cycle peaked in May" 19S3, as Chart 1V-4 

indicates, tb1s means that atter the tirst month the level ot business 

aet1 vi t1' declined steadily. That impliea that the impact ot the industry 
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vas contrac)'Clieal over almost the mt1re interva1., but the same ls not 

true ot the thrust ot monetary poliey. It 1s tberetore apparent that 

monetary polic;rt e e)TClical direction during almost the whole of this 

particular lnterval vas opposed by the indllStry"1 s activltles. 

The bahaviour of certain other suppliers ot consumer credit 

during these four quarters 1s rather 1Dterest.ing. As Table IV-10 shows, 

charge aecounts outstaDdi Dg rose al together.b;r $30 mUlion, almost 

en tirely' duriDg the last two q1iarters. A slightl;y larger increase ot 

$35 million occurred iD iDstalment reeelvables held by retailers, mainly 

dur1Dg the third quarter. ihe banks and the smaU lo8l1 companies " 

increased the1r recei vables bom personal debt01'e b;r around $100 million; 

the !nerease being distributed over the entire interva1, vith the largest 

portion oeCUl"r:l.Dg in the second quarter. 

The total lending activlt1es of the btmks are much less d:Lrectly 

linked to the curren t level of spending than those revlewed above. For 

one thing, a substantia1. proportion ot their loane are made to various 

tinaneial institutions. who theD re-lend or otherwise 41sburse the fUnds 

:1nvolved to others, who do not necessar:Ll;r spend them on goods and 

services. The same holds true· tOI' the 81so substantial lend1ng that 

banks do to governments at the provincial and municipal levels and to 

various public institutions. As tOI' 10ans to personal, agricul1nr81, 

1ndustrial and commercial borrovera, here the llnk: vith the current 

level of spending ia undoubtedly ~ch more direct, although a certain 

minor proportion probabl;r represents ref1nancing ot previously-incurred 
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1948 - Har. 31 
Jane 30 
Sept. 30 
Dec. 31 

191&9 - Har. 31 
J12De 30 
Sept. 30 
Dec. 31 

19SO - Har. 31 
J12D8 30 
Sept. 30 
Dac. 3J. 

19SL - Har. 31 
Jane 30, 
Sept. 30 
Dac. 31 

19S2 - Har.31 
June 30 
Sept. 30 
Dac. 3J. 
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19S3 - Har. 31 
JUDe 30 
Sept. 30 
Dec. 31 

J.9S4 - Har. 31 
JUDe 30 
Sept. 30 
Dec. 3J. 

19S5 - Har. 31 
June 30 
Sept. 30 
Dec. 3J. 

19 r;6 - Har. 3J. 
June 30 
Sept. 30 
Dac. 3J. 

DBLE D'-JD 

CO!l'SOHF.R CREDIT OUTS'l'.AHDDlG,BSTDfA1'Bs OFSluaCmo ITBHS, 19S2 to 19S6 
'(milllcms o~ doUars) 

Charge 
Accounts: 

1 

166 
170 
168 
208 

181 
190 
187 
228 

196 
19S 
200 
2$S 

239 
2J.9 
219 
283 

244 
231 
2lI1 
309 

283 
268 
269 

, 339 

313 
300 
297 
363 

301 
317 
330 
374 

332 
339 
3119 
389 

Retâll, 
DeaJ.ers 

2 

8J.. 
92 
99 

127 

U$ 
127 
13$ 
161. 

ur; 
lr;B 
174 
199 

163 
1b1 
122 
123 

U6 
163 
192 
21a3 

242 
247 
2S4 
284 

278 
284 
28S 
322 

304 
314 
334 

- 377 

3(0 
367 
377 
h08 

J'iD8I1C8 and 
Lean' COIIIIanies 

3 

S2 
67 
70 
71 

72 
99 

JD9 
U6 

122 
162 
192 
'202 

216 
.·224 
21S 
186 

176 
26$ 
334 
373 

, '426 
S24 
SSL 
S20 

'SOO 
S26 
S32 
1&97 

1197 

~ 
60S 

604 
713 
78S 
769 

70t81 

133 
1$9 
169 
198 

187 , 
226 
2l&4 
277 

267 
320 
366 
laDl. ' 

379 
36S 
337 
309 

292 
428 
S26 
61.6 

668 
771 
80S 
,804 

• 778 
8J..0 
817 
819 

801 
87S 
~!:.? 
982 

964 
1,080 
1,162 
1,178 

Ca8h . 
PersoDIil. 
LOma 

4 

238 
2SL 
2SS 
263 

264 
282 
292 
302 

~, 
367 
378 

387 
393 
380 
381 

380 
b17 
1a3$ 
4(0 

477 
$2$ 
Sh$ 
S67 

$67 
61.S 
63S 
66l. 

67S 
741 
779 
830 

8S2 
896 
901 
9J.0 

Notes: J.. COD81JJ118rB' charge accounts rece.1. vab1es outstand1Dg on the· books or rataiJ. dea1ars. 
2. ConSWl1ers' inatal.ment rec«LvabJ.es outstaDdiDg on the books or retai1 dea1ers. 

, 70tâior 
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Items .' 

$37 
r;so 
S92 
6$ 
632 
698 
723 
807 
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8S$ 
933 

1,034 

1,oOS 
977 
936 
973 

916 
1.1076, 
1,202 
1,38$ 

1,428 
1,S64 
1,6l9 
1,7JD 

1,667 
1,72S 
1.171&9 
1,81a3 

1,777 
1,93S 
2,0r;6 
2,186 

2,J.48 
2,31.S 
2,h12 
2,477 

3. Instslment papar held in cannect:lOD w:lth the i':lDaDc1ng or retaU purcha88s or CODbWIler goods, 
1argel.y Dew and uaed autoJnob:lles. In additioD to 1hepaper he1d b,.. sales f':ln8l1ce and acceptance 
compan:les as reported in the D.B.S. pubU.catiOD "Sales F1naDciDgn, these totaJ.s include ' 
est:lmates or the instal.ment paper heJ.d b,.. smal1 lom compaD:les .and l1censed money 1enders. 

4. Inclndes estimated personal J.08l1S b,.. chartered baDks, smaJ.l lom compaD:les, l1cenaed DIODe,.. 
J.enders and cred:1t ~ODS. 

Source: Bank or Canada. (1'he tabul.atioD :ln this rom vas discODt:lmuKl e.rter 19S6.) 
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• 0 

debts and tl1e llke. During the tiret of the f'our quarters under review 

bank losns rece1vable !:rom agricultural" industrial 8lld commercial 

borrovers rose by $145 million. 1hey rose by $185 million in the second 

quarter, and remained at the same level fl"Om then to th,e end of' the 

in tel"Val.18 

April, 1954 to April, 1955 

Theae four quarters can, for all practLcal purposes, be regarded 

as havin~ been characterized by cont1.nu.ous "mildly e:x;pans1onary" moDEltary 

pol:1c1es. (The abovementloned decennlal revision of' the BBnk Act 

st1pulated, as ve knOw, a change 1n the method of' compu ting the cash 

reserves beld by the chartered banks, and 1t 1s probably this" rather 

th811 anytb:l.Dg more substantlal, that accoun ta f'or the jump of' apPl'OxI.­

mately 1% recorded during September.) As bef'ore, °1t ls useful to place 

thé interval into perspective by reealling that the immediately preceding 

quarter had been SI1bjected ta Itextt-emeq contractionary" monetarypol1cy. 

It,o ~ tum, had beEll preceded by tbree quarters that had seen monetary 

policies of' varying degrees of' contraction. 

Dur:lng the f'irst quarter retail paper purchased by the sales 

finance industry lncreased by $80 million. This increase might be thought 

surpris:ing, consider:l.ng the downward direction in which the economy vas 

18This ref'erence to the lend1ng behaviour of' the banks is based" 
as are a1l such references in tbis section, on detailed data publisbad in 
the Statistical SUmmary of' the Bank of' Canada for the years in question. 
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moving and in viev of the similar behaviour of this indicator dur.:l.ng the 

corresponding quarter of the year before, wen the econom1' vas approacbing 

the peak ot an upsv1ng. Any such impression, however, ls immed1ateJ.y 

dispelled when i t is realized that thera are other basic tandenc1es at 

vork in these processes 1Ihich, although we have not yet «ione 50 explicit-

11', must be taken into consideration. Most of the markets for conswner 

durables are subject to seasonal in.f'll1ences ot one ldnd or another, but 

none more pronouncedl1' than the markets for new and used automobiles. 

It vould surel1' be hard to tind a commodity in our culture vhose image, 

and consequentl1' i ts market value, is so dependant on vintage as is the 

automobile. Hence, the tact that the models tor a gLven 1'881: appear on 

the market :In the t&1l of the preceding calendar 1'ear 1s a distinctly 

signif'icant one. However, another higbly relevant tactor is the impact 

of the winter on Canadian automobile markets. Its ons et, in a word, 

signifies the arrlval ot conditions that blight the functlonal, and even 

more so, the aesthetic, potentialities which ve attributs to the auto­

mObile. This and the aforementioned consideration coincide in terms ot 

the calendar. Their effects therefore tend to offset one another. As a 

result, on11' the advent ot spring releases these pent-up demand torces; 

and the ensuing quarter can, as a general rule" be expected to retlect 

them. If we set aside the possib1lit1' that cash bu1'ers ot automobUes 

respond ditterentl1' trom those who bu1' on credit, we can clearl,y observe 

these influences st work, during the SUlIIIler months of all the intervals 

under discussion here. 
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The expansionary potentialities of the increase in nev loms 

extended that occurred during this f'irst quarter wre partly offset by 

the relatively high level of repa~ents inherited from the year belora, 

but there 1s no doubt that the net :lJnpact of the industry' s lending 

operations vas expans:1.onary. The same can also be said to a lesser 

degree of the1r net impact during the second quarter. The level of DO 

loans extended fell by about $30 mUlion" but 1t remained above the 

level of repa,ments unt:U the very end of the quarter" vhen the two 

indicators drev even. The industry' s lending act! vit1es produced clearly 

contractionary effects during the third quarter. New loms extended 

decreased by some $50 million, while collections rElilained at the level 

reached a t the end of the previous quarter. Durlng the final quarter 

new loans levelled-off while rep~en ta declined" although they vere 

consistently higher than nev extellsiona--by the end of the quarter they 

exceeded them by about $20 million. The change-in-balancea-outstandiDg 

indicator conveys the prevailing state of affairs quite clearly. It 

had stood at the end of the third quarter at -$50 miJJion" but now it 

vas at the -320 million mark. Obviously the contractionary forces that 

animated i t during the quarter had weakened. 

The experience of this interval cœstitutes another clear example 

of contlic t between the behaviour of the induatry and the thrust of mone­

tary policy" particularly wen i t ia noted that the economy was then 

operating at a relatively low level of activity and" therefora" it is 

l1kely that the industry' a net vi thdrawal of tunds probably WElDt !Dto 
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excess lending capacity. It is interest:lng ta observe, however, that 

the eonfiict occurred largely' because the :lndustry' s outstandings varied 

in a largely contracyclical tash1on, while monetary policy vas predDmi­

nately procyclical. 

The tact tbat monetary policl" during tbi s interval qualitied as 

"mildly eJq)ansionary" notvithstanding, the banks as a groUp :tailed ta 

eJCpand their overall lending operations, except tor a tev intermi ttant 

and temporaryoccasions. In tact, they actually redllced their total 

10ans outstanding hl" $70 m1]lion. With only the single minor, but 

interest:ing, exception ot cash personal loans, which increased bl" some 

$100 million, the general tield ot consumer credit exhibi ted, as 

Table IV-la shows, much the same reluctaDce to expand. 

All in a1.l, the various other purveyors ot credit responded 

qui te sluggishly to the opportun! ties tor expansion that arose mm the 

increased lending capabUities with which the central bank endowed the 

ch&rtered banka. Each expanded its lending activities slightly, or at 

least refrained from contracting them significantly. Blt, as vas implied 

above vi th respect to the sales finance industry, i t seems doubttul that 

their collective behaviour tul.tiUed the hopes ot the Bank ot Canada. 

Hay, 1955 to Septelnber, 1956 

This interval ot approximately sixteen months was, vith one 

relatively briet interruption, characterized by "mildly expansionary" 
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monetary policies. It can therefore be regarded as being essentially 

the latter part of the longer :interval, that began in April, 1954, 

during which the Bank of Canada was trying to foster an increase in the 

level of general economic acti vity. The interruption, during which the 

Bank was tr~g to lean :In a definitely contractionary direction, probabl.y 

lasted no more than three or four months, but is rather difficult to 

locate precisely because the various policy indicators suggest slightly 

different temini. It is probable that i t occurred during the wo 

middle quarters of 1955. Another minor difficulty arises !rom our 

utilization of the availabil1ty, beg1nning in April, 1956, of the "total" 
. 

versions of the industry indicators that we have been using. However, 

given the proportional importance of the "ratail" versions to the Bize 

of the "total" ones, it seems virtually certain that they usually varied 

in similar directions. 

The impact of the industry' s lending operations was clearly 

proeyclical and eJq>ansionary dur:lng the first five months of the interva1 

under review. Total (retail) outstandings increased by approximately 

ISO million. This was the result of the sharp !Dcrasse during the early 

months in the level of new loans, lihich caused balances outstanding 

dnring the later months to go on rising even after new loans had levelleci­

off. It is around this point that the brief confiict vi th the abortive 

contractionsry pressure exerted by the Bank of canada ex:l.s"ted: otherwise 

the industry and the Bank leaned in the same upward direction. Some 

f'urther slight conflict between these two tendencies deveJ.oped during 
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the next wo quarters, vhen nev loans f'ell tirst by $60 million and then 

by $16$ million, caus:1ng balances outstanding to f'iret become and thsn 

remain level with the total recorded at the end of' the precèding quarter. 

The f'act that the economy vas then operating &round the mid-point ot 1 ta 

upsw:l.ng trom the trough of' June, 19$4 confirma the impression that the 

industry's intluence vas either neutral or very mildly contractionary, 

in contradistinction to the upward thrust of' monetary policy. 

SWi tch1ng now to the "total" versions of' the indicators, we 

observe that there vas a def'ini te parallel between the directional 

behaviour ot the industry and the Bank during the last tvo quarters. It 

anything, the e:xpansionary influence e:.œrted by the indu.stry exceeded 

that intended by the Bank, although tbis inf'luence was possibly mitigated 

tovards the end by the tact that the economy had entered the later stages 

ot lts upswing. During the tirst ot these quartera total outstand;lngs 

rose by $180 millions, owing to a buge $370 million incresse in new loans 

extended. 50 great vas the upward push ot this increasethat it caused 

total outstanding to increase a turther $20 millionduring the next 

quarter" even though new loans extended are fa11 1ng by $2.30 million. 

We can observe at this po:int the basis of' the gensais, or at 

least the strengthening, of the impression :in the minds ot the management 

of the Bank of Canada that the sales finance indu.stry characteristically 

operated in a fashion that tended ta undemine monetary policy. Here vas 

the Bank getting ready to reverse the direction of its pressure on the 

economy (indeed, by soma criteria, i t had aJ.ready been doing so for about 
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one quarter) wh:lle the indust17' s influence was not only in the opposite 

direction but seemed l:lkely to so continue .t'or some time to come. 

i'he overall behaviour of the banka duriDg tbis interval vas also 

distinctl,)" apansionary. Total loms outstand1ng rose by &round 81 b1llion, 

of lIhich approximately $800 million vere in the category ot generalloans. 

Virtually the whole ot the increase took place during the .tirst .tour 

quarters, vhen IDOnetary policy vas IDOst unambiguously expansionary, n'th 

the one minor exceptl.on noted above. D1ring the last wo quarters, when 

monetary policy vas probably least expansionary, total loms outstanding, 

again espec1ally gEileral loans, tended to rema1n stable. In their lend1ng 

ta private iDdi viduals the banka fol.J.aH8d a pattern that vas rougbly 

s1m1lar to the one traced by the sales finance industry. As for the 

activities ot the varioua other suppliera of consumer credit that are 

rougbJ.y analogoua to tbat ot sales finance companiea, they all tendeci, 

as Table IV-10 shows, ta be expansioDary' over the interval as· a whole. 

October, 19S6 ta December, 19S7 

The experience ot this interval, especially during i ts earlier 

phases, constitutes aD.other example ot con.fl:f.ct between the behaviour of 

the Bank o.t' Oanada and the influence on total spending exerted by the 

sales :f':I.nance industry. The annual rates ot chan ges ot the net-cash­

reserves indicator imply that the Bank behaved in a .lasbion condu.ci ve to 

contractionary consequences,; a l1kel:ihood strengthened. by the tact that 

the reterence cyole peaked during the interval and by a widevariety of 
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other c1rcumstances.19 The in~str.1ls total-balanees-outatanding 

indieator rose by soma $1E<> m'3 ] ] ion during the first three of the 11 ve 

quarters under consideration. The occurrence, however, in AprU, 19$1, 

of the peak of the referenee cycle suggests tbat the oftsetting reductions 

1n other forms of outstanMng credit were probablY' substantial, especiallY' 

du.r1ng the third quarter, so that i t 1s aga1l'1 questiODable whether the 

industrY" s acti v1ties rEildered the aggr.egate level of spend1ng apprec1ab17 

h1gb.er than 1t would otherwise have been. It 1s alao interesting to 

observe that during the first of these three quarters the levelof new 

loans extended actuallY' fell, by $60 m:lll1on, ('b1t repa~ents tell even 

more, b7 $1$ million). It rose ~r:l.ng the ne:xt two quarters, hovever, bY' 

&35 udlJion and $110 million re~eetivelY'. 

There 1s no question that the industrY" s impact was contract-

10narY' dur:lng the tourth and fUth quarters, as was the thrust of monetar7 

policY'. Total balances outstSlding fell, tiret by $16 million and then by 

$35 million. Given the fact that a dOilllsw:lng vas by now vell under vay, 

most of this net vi thdrawal must have gone into e:xcess leDding capac1 ty 

of the f'inancial msti tutions who provided the industry" s funds at that 

t1me. New loans extended bY' the industry' fell sharplY', by $19$ million 

and $6$ million, but the effects of these decreases vere moditied by' the 

accompanying redllctions, of $10 million and $1$ million, in the level ot 

rep81Jll8nts. 

19See E.P. Beufeld, op. cit. , pp. 296-298, for a succinct but 
1lJ.uminating summarY' of the concurrent economic conditions, which are al80 
described in the ADnual Reports of' the Governor of the Bank of Canada for 
1956 and 19$1. 
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The lending acti vi ties of the banks were genera11y consistent 

vith contractionar,y monetar,r policy during all five quarters, dur.LDg 

which the level of general loans outstand:lng remained fairly stable, 

al though i t did rise temporarily by '1S«> million during the two middle 

quarters of 19S7. Their loans to private borrowers, however, fell 

steadily by some $60 million altogether. 

In&talment lending by depar1ment stores and other retailers 

followed much the sane pattern that 1ending to consumers by sal.es 

finance companies did. Th9 tendœcy vas one of steady, if uneven, 
20 

inerease, especially during 19 S7 • 

J anuar,r, 1958 to December, 1958 

The annual rates of increase of the net cash reservea variable 

during tbis di stinctly "expansionaryft interval were unusually high: 

10.78% dnring the tirst wo quarters and 21.09% dnring the last two. 

The overall impact on the aggregate level of spending of the lendiDg 

operations of the sales finance industry was, on the other hand, . 

dist:inctly contractionary; thus producing a situation of even sharper 

con.f'lict between the behaviour of the Bank of Canada and that ot the 

industr,r than the one reviewed in the preceding section. 

20 This clearly indicates, incidentally, that, during the last 
two quarters of 1957, i t was the sales finance industry' s loans to fims 
that were most stringently reduced. That, of course, 1a what we would 
expect during a downswing in the general level of economic activity. 
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At first the conflict vas mild, and there vere even two quarters 

when the two tendencies moved in parallel directions. During the first 

quarter of 1957 total outstanding fell by $15 million. This occurred in 

spite of the fact that new loans extended rose by $35 million. Repayments, 

which had been at a higher level than nev loans at the start of the 

quarter also increased by $25 million, and therefore remained higher than 

new loans throughout the quarter. The second quarter vas one of consisten­

c1' betwaen the indllstry and the central bank. Total outstandiDgs rose by 

ihO million. This vas dIle to the increase ot $190 million in the level ot 

new loans" 'Nhich brought it above the level of repayments" although the,. 

also increased by $155 million. 

The conflict vas at i ts sharpest during the third quarter. Total 

out standings tell by $90 million due te a decrease of $21.0 million in the 

level of new -loans,; a faU that brought i t below the level of repayments, 

which ~so fell b1' &80 million. Given the tact that the economy had just 

recently reached a trough, in April" and was still in the begiming of its 

upswing, there is li ttle doubt that the indllstry' s large net withdrawal 

of i"unds vent into excess lending capacity of the monetary system. Total 

outstandings rose by $10 million during the last quarter, because new 

loans increased by $80 million while repa;yments fell b1' $20 million. 

Once again" as is to be expected under general economic conditions 

ot this kind, i t vas entrepreneurs rather than consumers who most ra-

stricted their borrowings trom the industry. As Table IV-ll shows" total. 

consumer indebtedness te the indllstry stood at the end of the ;pear at 
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Period 

TABLE IV-l1 

FINANCE COMPANY AND RETAIL DEALER CREDIT EXTFNDED TO CONSUMERS" BALANCES OUTSTANDING, 19S1 to 1962 

Department stores Slnall 10811 Companies Instalment CreM t 

Inatal- Other 
ment In st al- Conditlon- Deferred Finance mEllt Cash al Sale P~ent Charge Companies Credit Losns Agreements Plans Accounts Sub-Total 

~. _______ ,{11 _ (2L _____ J3J_~_~ 
. {millions ot dollars' 1957 - Jan. 743 14 336 lSS 75 1,,327 Feb. 736 14 334 154 69 1,307 

Mar. 737 14 334 llt9 Z1 38 1,299 Apr. 757 14 335 lSl '28 ~ 1,326 May 781 14 336 lSl 28 111 1,3$2 June 796 14 340 150 29 42 1,371 Ju~ 816 14 340 J.b9 28 36 1,384 Aug. 826 14 342 150 27 37 1,397 Sept. 822 14 339 1$3 28 41 1,397 Oct. 81$ 1$ 336 157 28 43 1,,394 Nov. 801 1$ 338 163 29 45 1,391 Dec. 780 1$ 347 173 36 $3 1,404 
1958 - Jan. 766 16 340 170 33 44 1,369 Feb. 7~ 1$ 340 16$ 31 39 1,347 Mar. 7SS 1$ 351 162 31 39 1,3$3 Apr. 770 1$ 3$8 161 31 40 1,375 MQ' 785 16 362 162 30 40 1,,39$ June 796 16 368 162 29 40 l,bU July 804 17 374 160 28 38 1,421 

e 

Other Retail Dealers ~hl 
Total 
Finance 
Companies 

Inatal- and 
ment Charge Retail 
Credit Accounts Dealers 

1 

* * * ~ 
* * * , 

248 2$ 1,816 
* * * * * * 2S3 274 1,,898 
* * * * * * 2$8 290 l,94S 
* * * * * * 27~ 293 1,968 

* * * * * * 2Sl 2$ 1,873 
* * * * * * 2S4 'Zl6 1,9111 
* * * 
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Period 

1958 - Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

1959 - Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

1960 - Jan. 
Feb. 
Mar. 

Small Lom Companies 

Instal-
ment Instal-
Finance ment Cash 
Companies Credit Loans 

(1) (2) (3) 

808 17 376 
801 17 375 
791 18 372 
779 18 376 
768 19 382 

745 25 382 
742 25 381 
744 26 385 
759 2B 390 
770 29 396 
793 31 400 
809 32 409 
813 33 h17 
817 34 422 
820 36 429 
816 37 lû4 
806 38 446 

794 39 446 
789 hl 447 
791 40 453 

TABLE IV-11 (Continued) 

Department Stores 
Instalment Credit 

Other 
Condition- Deferred 
al Sale payment Charge 
Agreements Plana Accounts 

(millions of dollars) 
161. 28 38 
164 29 lû 
168 29 46 
175 31 h9 
187 37 sa 

217 h9 
210 lû 
20$ 42 
204 43 
206 44 
205 43 
204 40 
203 40 
208 46 
215 ~ 
228 53 
2SO 64 

246 ~ 
240 46 
236 46 

Other Retail Dealers (4) 
Total 
Finance 
Companiea 

Instal- and 
ment Charge Retail 

Sllb-Total Credit Accounta Dealers 

1,428 * * * 1,429 258 . 285 1,972 
~ 1,424 * * * 1,428 * * * 1 

l,4SL 266 313 2,030 

l,h18 * * * 1,401 * * * 1,402 2Sl 288 l,9h1 
1,424 * * * 1,445 * * * 1,472 253 289 2,014 
l,h94 * * * 1,506 * * * 1,5~ 2S6 .301 2,086 
1,550 * * * 1,568 * * * 1,604 274 327 2,205 

1,562 * * * 1,565 * * * 1,568 256 296 2,120 
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Period 

1960 - Apr. 
Hay 
June 

July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

1961 - Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

SInall Loan OOlllPanies 

Instal-
ment Inatal-
Finance ment Cash 
Companies Credi t Loans 

(1) (2l (3) 

805 42 463 
827 h4 470 
844 4~ 479 

854 46 48$ 
8$6 47 489 
8S! 47 490 
842 47 lt94 
839 46 lt94 
828 45 504 

809 45 SOO 
793 h4 501 
784 43 506 
78$ hl SL2 
790 42 Sl9 
797 42 526 
808 38 529 
805 38 534 
794 38 534 
782 35 535 
766 36 546 
756 3$ 559 

TABLE IV-ll (Oontlrmed) 

BepartMentSiOres 
Insta1ment Oredi t 

Other 
Condi t4.on- Deferred 
al Sale PaymEllt Charge 
Agreements Plans Accœnts 

(mUlions of dollars) 
242 48 
245 sa 
247 b9 

292 
294 
305 
313 
328 
368 

354 
339 

·332 
331 
334 
336 
328 
331 
339 
347 
358 
401 

e 

Other Retail Dealers ,&il 
Total . 
Finmce 
CompaDies 

Instal- and 
ment Charge Retail 

Sub-Total Credit Accounts Dealers 

1,600 * * * 1,636 * * * 1 
1,664 259 296 2,219 1== 

~ 

1,677 * * * 1 
1,686 * * * 1,693 2S8 304 2,255 1,696 * * * 1,707 * * * 1,745 267 325 2,337 
1,708 * * * 1,677 * * * 1,665 252 298 2,215 1,671 * * * 1,68$ * * * 1,701 252 306 2,2$9 1,703 * * * 1,708 * * * 1,705 259 311 2,275 
1,700 * * * 1,706 * * * 1,752 270 33$ 2,357 



-

Period 

1962 - Jarr. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

Notes: 1. 

2. 
3. 
4. 

Small Loan Companies 

Instal­
ment 

, Finmee 
Companies 

(1) 

743 
737 
739 
7SS 
771 
782 
79S 
BoS 
798 
798 
799 
801 

Instal­
mmt 
Credit 

(2) 

3, 
36 
37 
39 
40 
42 
43 
4S 
la 

·119 sa 
S2" 

Cash 
Loans 

(3) 

S62 
S66 
,76 
.586 
'S9S 
604 
614 
62S 
631 
63S 
6114 
662 

TABLE IV-11 (Cont:lnued) 

Depar1anent Stores 
Instalment CrecH. t 

other 
Condi tion- Deferred 
al Sale P~t Charge 
Agreements . Plans Aecounts 

(millions of dollars) 
387 
370 
3S9 
366 
367 
364 
3S6 
3S6 
366 
372 
38S 
427 

Sub-Total 

1,727 
1,709 
1,711 
1,746 
1,173' 
1,793 
1,808 
1,631 ' 
1,81&4 
1,8S4 

" 1,878 
1,942 

ft' 

other Retail Dealers (4) 
Total. 
Finance 

Instal-
ment Charge 
erad! t "Accounts 

* * 
* * '249 ' 30, 

* * 
* * 2Sl 313 

* ... 
* * 2S3 314 
* * 
* * 2f:I) 343 

Companies 
and 
Retail 
Dealers 

* ... 
2,26, 

* 
* 2,3S1 

* 
* 2,1&11 

* * 2,SS4 

Condi tiona1 sale agreements held in co;nnection wi th the financing ot retai1 purchases ot Consumers' 
goods. 

Conpanies l1censsd under the Smal1 Losns Act and atti11ated canpan1es engaged in maldng personal 10ms. 
Cash loans ldth no condit1onal sale cœtraet but usual1,. repaid in 1nstalments. 
Data are based on DBS series. Ex.cluded from these figures are oharge aecounts of motor vebicle dealers 
whose credit 1s extencied main1,. to bus1nesses rather than to CUDSlUl&rS. 

* Not availab1e. 

Source: Bank of Canada. 

1 
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almost exactly- the same level that had exlsted at the start. Wi th minor 

variations the same can be said of conSWl1er indebtedness to l"Etta:l.l 

dealers. Interestin~, the banks sign:1ficantly' increased the1r persona! 

108lls during theyear, by- $170 million. iheir lesns outstaJlding to non­

f"al'm entrepreneurs, bowever, fell steadily-, by $lhO million altogether. 

It vas only the abov. ilfcrease in lend1ng to indi viduals plus a $h5 

million inorease in f"arm loms and leans W rel1glous and other public 

institutions that EIlabled the banks to expand. general loms outstancl1ng 

by- $75 million, and therabyavoid producing a def'initely- contractlonary­

impact on the economy. 

J anuary, 1959 to July, 1960 

This rather long !nterval exteDds .!rom around the m1.ddle of an 

upswing to around the middle of the following downSldng.lt vas an interval 

of generally contractioDarY- monetary policy- and consti tutes ,et another, 

and perhaps the most strild.ng of the examples considered of conf'l1ct 

betveen the behaviour of the Bank of Canada and that of the sales .tJ.nance 

industry. 

Although the cohsti tuents of the indust17' s impact through i ts 

lending operations var1ed widaly :ln their respective directional behaviour, 

they- caused the total-balances-outstanding indicator to move, vith only 
. . 

two minor exceptions, in a consisteDtly expsnsionary direction. Ite 

first sharp increases occurred dI1ring the .tirst two Q.uarters, men the 

total increase amounted to $l25 million. New 10sns extended rose by 
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$235 million, placing them at a leveJ. that always remained above that 

ot repayments, although they too rose, bl" $160 million. Bec8Use the1r 

leve1 temporarlll" tell beJ.ow that ot repa1Jllents during the nen quarter, 

vhen new 108l1a decreased bl" $200 miJ]ion wh1le repa1Jllents daoreasad bl' 

onJ.y $95 mi]] j en, total outstandings tell bl" $25 mil lion and procmced a 

brief period ot harmony betweEll the indllstl"Y' and the ,monetar;y authorit1es. 

Diaharmony retumed during the tollow.ing quarter and cont1nued untU 

almost the end ot the 1nterval.. Total outstandings rose during that 

quarter by $30 million, ,because repayments had cont:l.nued to tan while 

new loans rema1ned at a constant" but h1gher, level. 'lbe reterence cTCle 

reached 1ts peak during the tirst quarter ot 1960. This was accompanied 

bl" arise ot 880 mill10n in na 10811S 1Ih11e repQD1ents remained constant. 

It lDay', theretore, again be questioned whether the industl"Y'1 s act1v! ties 

dul'ing this quarter actual1y rendered the aggregate level ot speDd1ng 

signiticantly higher than it would otherwise have bean. No such question, 

however" mses vith respect to the tinal quarter: here again the clash 

betw8en the directions pursued bl" the industry and the central bank 1a 

unmistakable. Total outstandings again increased bl" $80 million in 

consequence ot increases ot $160 mLll10n :in both nn loans and repayments. 

The interval closed, aa Chart IV-4 shows, with a short-lived consistency 

between the industry and monetary poliol". The very sharp downawing in 

the level of new loans caused total outstandings to start tall:lng about 

one month betore the Bank ot Canada svitched to expansionary efforts. 
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G1 ven the generally ris1ng 1eveJ.s of ecoDODde aet1 Vi tY' embraced 

bY' this interval, 1t is not surprising that sane 8200 mUlian out ot the 

$.300 million increase in total outstand1ngs recorded bY' the indllstl7 

represented increased :lndebteœese by f1ms. About one-half' ot the 

$100 million in COllsumer indebtedne8s, hovever, occurred alter the 

reference cycles had peaked, lending sane further credence to Hr. C01De l s 

assertions quoted earlier. Broadly s:tm:flar expaDsionary behaviour vas 

displayed by the various other suppliera of consumer credit, as Table IV-l1 

shows. 

It ls noteworthy that the lend:1ng operations of the baDks Wère, 

like those ot the :f.ndustry, generallY' opposed to the thrust ot monetary 

poliey dur1ng most ot this interval. Theil' general loms outstand1ng 

inereased by around $850 million. Increased loms to iDdiViduals accounted 

tOI' $2.3S million. 

August, 1960 to May, 1962 

DlIring roughly the tiret two-thircis of this interval there vas 

usually conf'liet between the impact ot the lendiDg operations ot the sales 

finance industl'yon the aggregate level ot spend1Dg and the expansionary 

ettorts ot the Bank ot Canada. ibis ·situation ehanged during the latter 

part ot the interval when the incluatryt s impact vas wo expansionary. 

The overall relationship, however, was one ot dishai-mony. 

The 1nterval began w:I. th the eontinuatiCl'l ot the downtum in the 

level ot .total outstandings that had begun around the end of the prevlous 
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interval. The quarter in question saw it faU by $90 m1llicm, as the 

reault of' a sharp decrease, in the amount of $28S million, in the 

level of nn loana. Repal'llents alao fell, but by onq $110 million. 

New 10ans increased by $llS million durJ.ng the nen quarter wh:Ue 

repa,ments continued to fall, by OlS mUlion. This eaused total 

outstand:lngs to once again rise, by $3S million" creating a temporary 

harmony betweeD the ef'fects of the industry and the central bank. The 

next three quarters vere respectâ vely ones when the 1ndustry opposed, 

vas neutral in relation to, and again opposed, the thrust of' monetary 

poliey. During the first quarter total outstandings fell by $30 millJ.on, 

because new loans had fallen by $9S million and repayments' by $4S million. 

Thare vas no change in the level of total outstandings during the next 

quarter" during which new loms 1ncreased by $lSS million and r8p81Dlents 

by $12S million. Total out standings again fell, however, dI1ring the 

third quarter, by $lOO million, sinee new 10ms declined by $19S million 

and repayments by $9S million. 

The balance of the interval, which comprises almost tbree 

quartera, ls one of hal'DlOny beween the lending activities of' the 

lndustry and the efforts of' the Bank of' Canada. Total outstaDdiDgs 

rose al together bl" $90 million, because new 10sns rose by a total of 

$3SO million. Even though the level of nn 10sns decreased duriDg the 

middJ.e quarter i t still remained above that of repayments, which also 

declined. The lending activities of the banka strongq refl.ec'ted the 

eJCpaDsionary efforts of the central bank. Total general 10SlS increased 
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by some $1. S billion, and there also occurred a large iDcrea~e, of the 

order of 'SOC million, in their lO8DS te indiViduals. 

SWmn8l'l and Conclusions of Chapter IV 

The over-riding implications of the forego1n g di scussion gL ve 

substance to Kr. C01l1e' s allegation that the sales finance ~17 vas 

a destabilizing force that tended to oppose the gEileral designs of the 

Bank of Canada dDriDg the ;,e&rs under revin. It 1s b1gbly probable tbat 

the industry's "subversive" impact on the level of spending vas qwmti­

tatively greater 1I1hen the economy operated below capacity than vhen boom 

conditions prevailed. But, given the Bank's preoccupation vith the 

perils of inflation, it is understaPdable that it vas the industry· 8 

behaviour durlng boCXll time8 that mo8t aroused its anxlety. 

Secondary imp11cations emerglng from this chapter have the effect 

of disabus1ng us of simplist1c notions conceming the cycl1cal. role of 

monetary pollc1'. We observed, for example, that wh:ile it ls true in a 

general vay that the Bank of Canada tended to lean against the trend o~ 

the overall level of economic activit1' dur1ng these ;,yt#&rs, there are 

several occasions wen it did not.21 Koreover, the iDtenattyof its 

contrac1'clical efforts varied a good deal. We alao observed that 

al though the indust%7' s balances-outstanding indicator usually teDded 

~s ls one of the several interesting conclusions reached by 
Johnson and Winder (op. cit.). It implles that the Bank of Canada 
purSlled a varlet y of goals during these years, of which econom1c 
stabili t1' vas not necessaril1' the most :1mportant. 
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to oppose the thrust of monetary policy, this vas somemat less true of 

its new-loens-extended indicator. In zy case, it is evidEilt that the 

behaviour of the balances-outstancil.ng indic ator dou not by i tself 

tully revea1 the inner mechaDism which produces i ts impact on the 

economy, and therefore 'the movelll8nts of i ts two constituents are also 
22 relevant. We f\1rther observed tbat the 1ndustry' s acti vities are 

governed b;y st1'Ong seasonal forces, as well as by the busLness c)1Cle. 

Although the latter tends in i tself ta promote conflict betw8en the 

industry' s impact on the econauy and that of the Bank of Canada, the 

. former constitute 1argel;y independEnt facwrs. Ble;y tbus compl1cate 

the sbort-run relationship be'breen the industry' s inf'luence and that of 

the Bank, sometLmes increasing. ex:l.stl.ng . d1sbarmony and sometimes 

mitigating it. 

It further emerged that other suppliers of consumer crecil. t also 

temed to oppose the thrust of monetary pol1cy dIlring these years, and 

that their collective "subversive" impact vas probably apprec:Lable. 

The behaviour of the banks during the latter part of 'the 'fifties vas 

particularly noteworthy. The;y vere able to greatlyexpand thEdr 

lendings to consumers" partly because they had the capacity, as the 

22tnü.s conslderation is of iDterest not only because of the 
importance of the new-loans-extended indicator to the movements of the 
balances-outstanding indicator, but alao beC8l1se it ra1ses the possi­
bility that a monet817 authority ccnsidering selecti. ve actton agaiDst 
the industry' might time i te action unoptimally if i t reacted only tD the 
behaviour of the latter. Indeed, the industry suggested to the Porter 
Commission that tbis is in fact lihat happened in the mid-'fifties, when 
the Bank of Canada avowedly ordered restr.lctLons in bank loans ta sales 
finance companies. (FCSFC, p. 99.) 
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Porter Commission observe d, ot liquidatiDg other assets, and partly" 

because the contraction ot tbeir advances ta sales finance canpaDies 

tended to open up a gap which they vere in a position to till. 



mE IMPACT OF MONETARY POLICY ON THE CANADIAN 
SALES FINRlCE INDUSmy; 1953-1962 

Develomnents w1 th1n the Indl1strx as a Whole 

. The response of the Canadian sales :t:lnance industry to DlOnetary 

poliey during these years~ iD both ita geœral .and specifie. fonns, vas 

part of 1 ts respone8 to the overall concurrent Canadian economic 

experienee. It is th81"efore necessary to examine the latter in order 

to diseern the fomer. The industry, hoveverl is an extremely concen­

trated one and its collective response vas largely the aggregate of the 

." individùa1 responses of i ts dominant members. For this reason we will 
l 

begin by considering the industry as a DOle. '-hen ft will tu.rn to its 

three largeat members, who account for about two-thirds of its business. 

Table V-l g1 ves the indu.stryl s balance sheet figures for the 
-

niDe years beglnning iD 1953 and ending in 19611 and Table V-2 shows the 

percentages that the se figures fom of total assets and total as sets plus 

shareholders' equity respectively. We note, to begln. vith, that total 

assets dep10yed in 1961 amounted to aver 1.5 billion dollars, an anount 

lnte data used belov to re:tlect the industryl s experiance actualq 
re:ter to the tan 1argest companies. However, since. this group does about 
95% of the indust17' s lending and holds an equivalent proportion of i'ta 
assets, it may be regarded as synon3Jllous vith the industry. 
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ASSETS: 

TABLE V-1 

BALANCE SHEET DATA OF THE TEN LARGEST SALES FINANCE COMPANIES 
FISCAL lEAR END, 19$3-1961, THOUSANDS OF DOLLARS 

ft 

~ ~ ~ ~ ~ ~ ~ ~OO ~& 

Cash 26,944 27,488 19,8)6 27,829 42,182 32,9SO 40,894 31,104 31,608 
Msrketable securities 26 106 16,219 8$,024 9$,00$ 71,303 
Notes and accounts 

receivable: 
Retail 64$,503 602,743 708,220 940,879 967,246 916,733 1,029,269 1,111,270 1,060,$Sl 
Who le sale 13$,216 101,37$ 14$,786 199,341 20$,086 198,840 201,799 237,032 19S,b96 

Reaü estate losns 10 22 13 2S 29 139 99 106 
Capital 10sns to dealers 2,866 3,422 ,,334 S, 813 6,419 7,070 8,438 10,968 14,03,. 
SIlndry accounts ..., 
receivable 2,090 3, 719 3,S8~ 3,701 4,942 ~J1 ~' 73Ù 6,876 ~,17'1 ~ 

To'tal receivables 794,685 711,281 802,93 1,lL9,759 1,183,693 1,12,3 01,2 ,37 1,366,245 1,27 ,365 " 
li 

Less: Provision for 
doubtfUl accounts 8,38Ù 8,079 9,210 10,981 11,960 12,060 13,208 ~064 ~,826 

Net receivables 786,301 703,202 853,728 1,138,778 1,171,733 1,114,296 1,231,170 1,3~181 1,2 ,539 
Investments in: 

Subsidiar,y campanies 18,240 2$,613 31,842 47,266 $6,017 $9,468 88,773 128,828 192,7S4 
Associated campanies 1 1 0 650 $98 621 1,714 4,8Sl 9,423 

"Investment in .tixed assete 
to produce rental income 0232 373 31, 387 364 34$ 1,09$ 

Fixed assete 3,283 3,210 3,4$3 4,160 4,$$, 4,642 4,970 4,942 $,186 
Leasehold improvements 2$6 339 402 431 $19 $83 604 666 784 
UDamortized cost of acquisi-
tion of borrowed money 2,389 2,630 2,386 3,Sl7 7,229 4,904 6,811 7,4$3 6,937 

Other assete _J.L 209 1,492 l,6$J. 1,007 2,713 2,713 2,7$1 2,§14 2,328 

TOTAL ASSETS 838,623 763,97$ 0 913,,30 l,~2h.,Q3'l. 1,28$,866 1,236,783 l,b.63,Q.7$ l.1§.2.'l,989 1,$81,9$7 
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TABLE V-l (Continued) 

LIABILITIES : 
~ B ~ ~ ~~ ~ ~ ~M ~& 

Bank borrowings 191,124 103,916 172,hl9 242,576 155,855 182,269 194,359 163,340 109,031 
Other demand loans 681 470 3,852 996 425 

-Short tenn notes 211,976 167,352 237,245 330,753 409,333 295,.516 424,227 489,132 409,043 
Long term notes - more than 

2 years to maturi ty when 
issued 139,847 156,216 155,790 198,323 227,328 231,448 276,204 336,019 375,800 

Bonda and c1ebentures 104,117 128, 7,6 ~,991 - 153,~6 192,869 199,216 - 208,530 2~,840 2~,534 
Total debt 647,064 556,240 ,445 925,' 986,ô66 909,219 1,107,172 1,2 0,327 1,15 ,913 
Accounts payable 28,470 30,407 22,649 41,869 32,077 38,326 32,S09 39,874 58,530 
Dealers' credit balances 32,970 33,855 36~211 h3,485 46,243 44,4ll 44,401 42,457 39,538 
Advances fram parent or 

associated companies 5,560 5,000 6,102 10,000 10,000 11,000 1 
Other liabilities 157 123 128 209 2,278 1,212 1,363 1,428 1,746 ~ 
Unearned service charges 40,761 40,401 50,356 68,800 76,595 78,273 92,824 lD4,0SC> 98,129 Q) 

Shareholders' equi ty: 1 

Preferred-stock 17,989 18,651 19,867 30,167 29,650 34,892 35,138 34,5.51 bQ,014 
Common stock 37,194 46,179 $6,520 64,252 62,183 65,487 68,304 74,lD4 83,708 
Capital surplus 3S4 402 238 679 1,205 1,520 1,9bl 2,364 
Earned surplus 28,104 32,717 37,354 43,h07 SO,095 63,508 69,344 78,536 87,020 
Contingent raserves ______ ~ __ ~ ____ ~ ___ ~ ________ ~ ____ g~) ____ ~~.Q ____ 7_21 __ 995 

TOTAL LIABILITIES AND 
CAPITAL 838~623 763,975 913,530 1,224,037 1~285~866 1,236,783 ~,h63~07S~627,989 l,581~9S7 

Source: Federated Council of Sales Finance Companies. 
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TABLE V-2 

BALANCE SHEET DATA OF THE TEN LARGEST SAlES FINANCE COMPANIES FISCAL 1EAR END, 1953-1961, PERCENTAGE DISTRIBUTION 

ml D m2 ~ ID! 1956 !m 196ô 1961 - -ASSETS: . Cash. 3.21 3.60 2.17 2.27 3.28 2.66 2.80 1.91 2.00 Marketable securities .01 1.31 S.81 S.84 4.;0 Notes and accounts re.ceivab1e: 
Retail 78.04 78.89 77.S3 76.87 7S.22 74.12 70.3S 68.26 67.04 Wholesale 16.12 13.27 lS.96 16.29 lS.9S 16.08 13.79 14.56 12.36 Real estate loans 

.01 .01 .01 Capital 10ans to dealers .34 .4S .sa .48 .;0 . .~ .SB .67 .89 Sundry accounts receivab1e .2~ .b9 .39 .30 .39 .30 .)2 .~2 .33 1 
Total receivables 94.76 93.10 94.46 93.94 92.06 91.07 8S.0S 83.92 80.63:' 

t-' 
~ 

1.00 1.06 .98 .86 .94 
1 Less: Provision for doubtfUl accounts 1.01 .90 .93 .90 -

Net receivables 93.76 92.04 93.4S 93.04 91.13 90.09 84.1S 83.06 79.69 Invesbnents in: 
Subsidiary companies 2.18 3.3S 3.l6l 3.86 4.36 4.81 6.07 7.91 12.18. Assooiated companies .0S .0S .0S .12 .30 .S9 Invesbnent in fixed assets to pl'Oduce 

rental income .03 .03 .03 .03 .02 .02 .07 Fixed assets .39 .42 .38 .34 .3S .38 .34 .30 .33 Leasehold impl'Ovements .03 .04 .04 .04 .04 .OS .04 .04 .OS Unamortized cost of acquisition of 
.26 borrowed mone)" .29 .35 .29 .56 .40 .46 .46 .44 ot~er assets .1$ .20 .18 .08 .20 .22 .• 19 

-
.16 ..• 1S ---- ---- --- ... 

TOTAL ASSETS 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 
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TABLE V-2 (Continued) 

r9?l--~-m !m !2Si lm 1929~-· ~-)961 

LIABILITIES: 
Bank borrow:t.ngs 22.79 13.60 16.67 19.62 12.12 14.74 13.29 10.03 6.69 
Other demand loans .0S .04 .26 .06 .03 
Short term notes 25.26 21.91 25.97 27.02 31.63 23.69 29.00 JO.oS 25.66 
Long term notes - more than 2 years .' .... , 

to maturi ty when issued 16.66 20.45 17.05 16.20 17.66 16.71 16.88 20.64 23.76 
Bonds and deben"tures 12.bJ, 16.85 13.66 12·21 l~.OO 16.13 14.2$ 1$.lù. 16.72 

Total. debt 77.16 72.81 75.57 75.~ 76.66 73.51 75.66 76.19 73.26 

Accounts payable 3.39 3.98 2.48 3.42 2.lt9 3.10 2.22 2.45 .3.70 1 Dealers 1 cred! t balances .3.93 4.4.3 3.96 3.55 3.60 3.S9 3.04 2.61 2.SO 
Advances trom parent or assoc1ated lj 

companies .66 .6S .$0 .68 .61 .70 0 -
Other li abi. li ties .02 .02 .02 .02 .18 .JO .09 .09 .11 
Unearned service charges Il.86 2.29 2.21 2.62 5.96 6.3.3 6.35 6.39 6.20 

TOTAL LIABILITIES 92.02 87.18 87·~1l 86.72 66.91 86.6l 88.06 88.31l 86.1l7 -- - -- --_.- - --- - --- - -- -- - -- - -- - ~ - ----- ----
i9S3 

SHAREHOLDERS' ~UITY: 
~ ~ ~ lli1. ~ 1929 1960 1961. 

Preferred stock 2.15 2.44 2.18 2.46 2.31 2.82 2.40 2.12 2.53 
Comon stock 4.44 6.05 6.19 5.25 4.64 5.30 4.67 4.55 5.29 
Capital surplus .04 .05 .02 .05 .10 .10 .12 .15 
Earned surplus 3.35 4.28 4.09 3.55 3.89 5.13 4.74 4.82 5.50 
Contingent reserves - .02 .03 .05 .06 

-

TOTAL SHAREHOLDERS' ~UITY 9.98 12.82 111·h6 11.28 11.09 13.37 11.94 11.66 13.5'1 

. TOTAL' LIABILITIES AND 
SHAREHOIDERS' ~UITY 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

Source: Federated COUDcil of Sales Finance Companies. 
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that 1s nearly double tbat of e:f.ght )'ears earlier. The overwhelmingly 

important asset category 1a, of course, the receivab1es, with invesiments 

in SIlbsidiary and associat8d companies a still relatively minor but 

rapidly grovmg second category. WitlWl the receivab1es grouping 1tself" 

the changes suggest a d:lm1nishing relatl. ve involvement on the part of the 

industry wi th wholesale paper coupled w:I. th an apparentJ.y 1ncreasing 

tendency to tinance dealer physical expansion.. The advent, 111 the late 

't!fties" of marlœtable securi ties as an asset ot note, espec:Lally in 

absolute terms, 1s also ot definite interest. 

On the l1ab111ties and àlareholders' equlty' side, there 1s the 

str:l.king decl1ne in the industry' s dependence on bank ered! t to be noted, 

along with 1ts 1ncreas1ng reliance on long-term borrowing. It 1s al80 

interesting to observe that the group' s recourse to equi ty finaneing 

increased sl1ghtly, wi th most ot the mcrease oceurring in the issues ot 

common stock. This 1s not altogether what we would have expeeted" gl.ven 

the relat1vely irredeemable nature ot this t1Pe ot security. 111e Tables 

also indicate a certain tendencyon the part ot the industry to retain 

more prot! ts intemally" rather than distribute them ta shareholders. 

Table V-) gl.ves, in eUe ct, the overaU changes in these balance 

sheet items over the interval, in both abso1ute and relative terms. 

Perhaps 1 ts most interesting teature 1s the tact that the f1ms, as a 

group" derived 71.4% of the1r .twtds fran borrowing but apPl1ed only 

S7 • 7% to 1ending. This suggesis that fuey chose to use debt rather 

than equity money to finance SIlch things as outlays for subsid.iary and 
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TABLE V-3 

NET SOURCES AND DISPOSITION OF FUNDS OF 'IRE TEH LARGEST SALES FINANCE 
. CCMPANIES, DECEMBER 31, 19$3 '- DECEMBER 31, 1961 

Sources of Funds: Millions of 1 ~ of Total Di!20sition of Funds: Millions of 1 
Long term notes 236 28.4 Cash S 
Short t~ notes 197 23.7 Marketable seaurities 71 
Bonds and debentures 100 19.3 

Notes receivables 
Total debt 593 71.4 Retail 406 

Wholesale 60 
Provision for doubtful accounts 6 0.7 Capital loans to dealers 11 
Accounts payable 30 3.6 Sundry accounts receivable 3 
Dealers' credit balances 6 0.7 
Advances trom parent companies S 0.6 Total notes receivab1e 480 
Uneamed service charges 57 6.9 
Other liablli tiea 1 0.1 Investment in subsidiary 

companies 17, 
Preferred stock 22 2.6 Advances to attiliated 
Oommon stock 119 $.9 companies 9 
Capi tel surplus 2 0.2 All other assets , 9 
Esmeel. surplus 59 7.1 
Contingent reserves 1 0.1 Bank borrawings 82 

Total equi ty 133 28.6 

GRAND TOTAL: 831 100.0 GRAND TOTA!: 831 

Source: Federated Oouncil of. Sales Finance Companiea. 

--

% of Total 

0.6 
8.S 

48.8 
7.2 
1.3 1 
O.b, 

~ 
1\) 

57.7 1 

21.1 

1.1 
1.1 

9.9 

100.0 
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aff'iliated companies. It is" however" true that the gap between 

borrowing 1nf'lows and lending outtlows is more than offset by expendi­

tures on marketable secu:r:t.ties and retirement of bank loans previously' 

incurred. 'lhat 1mplies that the:re vas no necessary loss of liquidity 

in this ove:rall allooation of fUnds. 

The changes that occu:r:red within the sab-intervals of the period 

under review are of greater relevance to this study. Table V-II. shows 

the chtllges in the indust1'y' s balance sheet items over the inte:rval" 

broken down by years. Now an ammal distribution for a group su.ch as 

this" vith di.t.terent fiscal year-end dates (to say nothing of sLgniti­

cantly difterent operating si 1uationa" etc.)" bears no more than a 

rudimentary and somewbat fortu! tous resemblance to the events that 

conce:rn us pr1marily" but a few overall tendencies oan be usetully 

obse:rved. We note, tor example" the strik:l.ng contraction in the 

inclustZ"y' s use ot bank credit during 19$6-57 and its accompanying 

increase in long-term borrowing. These of course ref'lect the inclustZ"y' s 

respoDse te the selective action taken agamst it by the banka at the 

behest of the Bank of Canada. 

Table V-S places the industry's experience with bank credit 

into sharper focus. It g:tves" in particular" the magnitudes ot the 

contractions of both the mid and the late-' tifties. The tact that the 

Canadian economy ia not a olosed one" espeoiall.y in te1'DlS of oapital 

~f'lows tram the United States, is conveyed rather vividly by Table v-6. 
More specitioalq" i t shows that the industrJ,· did substantial long-term 

borrowing in the United States during the lats-' fi.tties. 
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TABLE V-4 

SOURCES AND DISPOSITION OF FONDS OF mE TEN LARGEST 
SALES FINANCE COl1PANIES" 1954-1961. 

(mUlions ot dollars) 

Total 
Sources ~ or Di !!I!0 si tionl : ~ !2Z21956 1957 1928 1929 19{o 1961 1924-1961 

Cash (1) 8 (8) (14) 9 (8) 10 (1) (5) 
Marketable securities (16) (69) (10) 24 (n) 

Notes receivable: 
Re taU 52 (106)(233) (26) St (113) (82) SL (406) 
Who le sale 34 (44) (53) (6) 6 (3) (35) 42 (60) 
Real estate loans (a) 
Capi tal loans to dealers (1) (2) (a) (1) (1) (1) (3) (3) (U) 
SUnc:h7 accounts recei vable ...ill...1!l.J.!l...Q1~.Jll.1&......L ~3l 

Total notes rece1vable 83 (152)(286) (34) 57 (118)(122) 92 (480) 

Investment in subsidiary 
(7) (6) (15) (9) (3) (29) (bO) (64) (175) companies 

Advances to attiliated 
companies (a) (a) (1) (a) (a) (1) (3) (3) (9) 

All other assets (2) (6) 2 (2) (1) (9) 
Provision tor doubtfUl 

accounts (a) 1 2 1 (a) 1 1 1 6 
Bank borrowings (87) 69 70 (87) 26 12 (31) (54). (82) 
Other danand loans 1 (a) 3 en 1 2 
Short term notes (45) 70 93 78 (114) 129 65 (80) 197' 
Long term notes 16 (a) 42 29 4 45 60 bO 236 
Bonds and debentures 25 (4) 29 39 t 9' 42 14 160 
Accounts payable 2 (8) 19 (10) 6 (6) 7 19 30 
Dealers' credit balances 1 2 7 3 (2) (a) (2) (3) 6 
Advances !"rom pareo t 

(1) (5) 6 (6) companies 10 - 5 
Other liabili ties (a) (a) (a) 2 Cl) (a) (a) (a) 1 
Unearned service charges (a) 10 18 8 2 15 11 (6) ;T 
Preferred stock l l 10· (1) 5 (a) (1) 4 19 
CODlllon stock 8 11 6 2 3 3 ·6 10 h9 
Capi tal surplus (a) (a) (a) (a) 1 (a) (a) 1 2 
Earned surplus .$ .$ 6 7 13 6 9 9 59 
Contingent reserves (a) (a) (a) (a) 1 

(a) lesa than $500,,000. 

Indi vidual items will not add to totals because ot rounding. Columns 
May Dot add to zero because ot rounding. 

Source: Federated Couneil ot Sales Finance Companies. 
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TABLE v-5 

LINES .AND UTILIZATION OF BANK CREDIT BY THE TEN LARGEST SALES 
FINANCE COMPANIES1 QUARTERLY 195.3-1963. 

(millions of dollars) 

!22J. ~ ~ 

End of Quarter l II III IV l II III IV l II III IV 

Authorized 2h9 2SL 270 279 279 29.3 29.3 294 .301 .324 .3.32 .3.34 

Utilized 1.36 199 189 179 1.31 102 84 96 94 147 143 17.3 

Unused 11.3 S2 81 100 148 191 209 198 "207 177 189 160 

End of Quarter l II III IV l II III IV l II III IV 

Authorized 

Utilized 

Unused 

.317 .312 .312 279 26S 265 266 267 .3.34.349 .382 .378 

Ile 216 184 227 201 201 18.3 1.39 1.31 12S 102 162 

168 96 128 52 64 64 8.3 128 20.3 224 280 216 

End of Quarter l II III IV l II III IV l II III IV 

Authorized 

utUized 

Unused 

.388 282 20.3 198 194 19S 188 210 214 229 2.31 2.3.3 

186 14$ 17$ 184 177 170 129 1$6 109 102 77 96 

202 137 28 14 17 2$ S9 S4 lOS 127 lS4 1.37 

Source: Federated Counc!l of Sales Finance Companies. 
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TABLE V-6 

FŒmIGN .ANDDCMESTJ:C sa_s OF. FUllDS OF mE TEH LABŒST SAIBs 
FINANCE COMPANIES~ 19°5j..196l.~ HILIJ:ONS. OF DOLLABS 

0.. (IN CANAJ)IA10.IUNDS) 

1. Bank: Loana Outatanding 
:ra. Canada 
:ra. U.S. 
Other Fore1.gn Countnes 

Total. OI1tatanding 

2. ·Short Tel1ll Note., Outstanding 
Soid :ln Canada 
sOld :iD U.S. 
Sold :iD Other Foreign COl,Ultr1es 

TQtal. OUtatanding 

3. Long Te::an Notes and·Debentures Outstimding 
Boid :ln Canada 
Sol.d :iD U .S. ' . 
Sold :iD Other Foreign Countries 

Total. Outatand:1Dg 0 • 

4. Commo!1 . stock Outstand1ng 
Sold :ln Canada 
Sold :iD U .S. 
Sold :Ln Other Fore:Lgn Countries 

Total. Outatand:1Dg 

S. ~erred Stock Outstand:f.ag 
Sold :Ln Canada 
Sold :iD U .S. 
Sold :Ln Other Fore1.gn Countr:f.es 

Total. OI1tstand:1Dg . 

• 

1,90 
1 

T9i' 

198 
13 

1 
212 

32 
3 

35 

18 

lD3 171 
1 1 

ï64 '""M 

38 . 
4 
1 

Li3 

19 
(a) 

~ 

228 
8 
1 

257 

248 
33 

o 281 

48 
4 
2 
~ 

20 

314 
J.J. 
6 

"33i" 

299 
S3 

-m 

30 
(a) 

3ir 

1SS 178 
1 4 

ï50 ... llI2 

3U 
79 -
~ 

SS 
S 

02 
-02 

30 
(a) -Jn 

279 
12 

~ 
.348 

83 . 

43! 

S7 
6 
2 
~ 

32 
3 -
~ 

178 
16 -

""l94 

392 
23 

4i 
381 
lD4 

-m 
00 
6 -
2 

ti8 

• 

146 
17 

-m 

4SS 
132 

58'T 

63 
8 

--,t 

32 
3 

_____ - ___________________________________ • ____ • __ •• _ •••••• ____ o· 

6. Advances from Parent or Subsid:Lar:f.es 
In Canada - -
In U.S. 6 S 6 10 10 
InOther Foreign Countries - - - -

---0 ---s -- ----0 -- -- 10 --n; Total OUtstanding - - -
(a) Less than $,!lOO,OOO. 

Source: Federated CouncU of Sal.es F:1nance Companiea • 

.. 

73 
8 

'--st 
37 
3 

LiO 

11 

Jï 

. . 
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Table V-7 shows the industry's earn:lngs during the review 

period" both in absolute terme and as a percentage of total (!;ross 

revenues. Perhaps the most strildng feature to be DOted bere, apart 

frOID the massive growth in the volume of business, is the consistent 

di versification of the industryl s revenue sources. Another significant 

feature is the increased cost of the :l.ndustryl s borr~g. This, ot 

course, retlects the fact that the industry was_ steadily torced to turn 

to nonbank lenders ,during the latter part ~t· the period. Its rates of 

profit contracted signiticantly as a result, although as was noted above, 
2 

they still ranained at a relativeq Mgh level. The fUndamental cause 

ot this downward pres~e on the industry' s profit rates under conditions 

of expanding lending volumes was the generally narrowing spread between 

the rates ot interest its members were able to earn on their·loans and 

those they found it necessary to pay on their borrowings.3 nuring the 

~t should be noted that there are many difficulties in computing 
the prof'i ts of sales finance companies. These stem basically !ran the 
fact that zen a sales finance company computes its earnings tor a given 
fiscal period i t must malte provision for that portion of its current 
accounts receivable that will ul timately prove to be uncollectible, and 
for other contingencies. Bince no detinitively scientitic method ot 
measuring these contingencies exists, or can exist, difterent companies 
inevitably assess them ditferentJ.y. As a result, not only do the profit 
figures of the various companies have somewhat ditterent meanings tor any 
given fiscal period, but, as will be sean below in the case of Traders 
Finance, they may also have ditterent meanings. tor the sarne company tor 
ditterent tiscal periods. 

3,Another tactor that has mi li tated in the direction of lover prot.:L t 
rates for sales finance companies is the tendency, tha'6 began in the mid-
I fitties, for repa,rnent intervals of the various ld.nds ot loans that they 
extend ta lengthen. This tendency is indicated clearly on Table V-10 and 
Table V-ll, and corresponds ta the uperience of the Amer1can sales finance 
industry. It is apparentJ.y unrelated to the effects of monetary policy. 
(See McCracken, Mao, and Fricke, op. cit., passim.) . 

.... 
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TABLE V-7 

EARNINGS OF THE TEN LARGEST SAIES FINANCE COMPANIES 
1953-1961, THOUSANDS OF DOLLARS 

1953 ~ ill2 
00" % ()()O$ _________ % ooot % 

EarninSS: 
Retail finance charges 66,3$0 86.3 68,318 84.7 69,722 87.2 
Wholesale finance charges (a) 8,805 ll.4 9,236 11.4 7,621 9.S 
Income tram real estate 10ans 
Income fran capital loans to dealers 141 0.2 162 0.2 219 0.3' 
DiVidends and interest on investments ~ 0.2 ~ 
Dividends and interest from associated companies ~ 

, Di vidends and interest from subsidiary companies: 
SInall 10an S08 0.6 624 0.8 854 1.1 
Insurance 130 0.2 9ll 1.1 189 0.2 
Other 8S 0.1 15S 0.2 146 0.2 

Miscellaneous income 92$ 1_.2 1,244 1.5 1,20.3 '1.$ 

TOtal aross earnings: 77,124 100.0 80,701 100.0 79,9S4 100.0 

E?glensesl 
Interest on 10ans and funded debt 23,688 30.7 24,3h4 30.2 21,529 26.9 
Cost of acquisition of borrowed Monay 1,342 1.7 1,269 1.6 509 0.7 
Provision for 10sses 2,928 3.8 3,767 4.6 5,042 6.3 
Salaries and vages 12,080 15.7 14,201 17.6 15,216 19.0 
Rent, depreciation and other 'expenses ~ ll.l 11,321 14.0 10,203 12.8 
Earnings before income taxes """28;5Ii.7 37.0 25,799 32.0 27,455 34.3 
Provision for incorne taxes ,15,291 19.8 12,870 16.0 13,265 16.6 
Minority interest 

Net ear.n1ngs after taxes: 13,2$6 17.2 12,929 16.0 14,190 17.7 
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TABLE V-7 (Continued) 

~ 
000$ % 

Earnings: 
Retail finance charges 87,799 8,., Who1esale finance charges (a) 10,966 10.7 Income !rom real estate loms 
Income !rom capital loms to dealers 267 0.2 Dividende and interest on investments 16, 0.1 Dividends and interest fran associated companies 3 Dividends and interest fram subsidiary companies: 

Smal110an 1,311 1.3 Inaurance 489 o., Other 271 0.3 Miscel1aneous income 1~464 1.4 
Total grOSS eamins!.: 102,73, 100.0 

Expenses: 
Int&rest on loms and funded debt 32,853 32.0 Cost of acquisition of borrowed money 1,7,3 1.7 Provision for losses. .._ 5,010 4.9 Salaries and vages 17,664 17.2 Rent, depreciation and other expenses 12a1J8 1l.8 Earnings before income taxes 33,317 32.4 Provision for income taxes 15,571 15.1 Minor! ty interest 

---- -
Net earnings alter taxes: 17,746 17.3 

e 

~ ~ 
OOC! % 000& ! 

102,268 83.7 102,104 81.6 
15,037 12.3 12,446 10.0 

312 0.3 h29 0.3 
232 0.2 ll4 0.1 

4 1 

~ 1,774 1., 7,303 ,.8 '0 
148 0.1 231 0.2 1 
391 0.3 ,37 0.4 

1.96Q. 1.6 . 11963 1.6 

122,126 100.0 12,,127 100.0 

46,bh, 38.0 bl,OS6 32.8 
2,1198 2.0 1,368 1.1 
4,ll6 3.4 4,528 3.6 

19,667 16.1 21,lalO 17.1 
1~,22~ ll.7 B 12.7 
3 ,17 28.8 , 72 32.7 
16,393 13.4 18,676 14.9 ____ lsl 88 0.1 

18,7bh 15.4 22,108 17.7 
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TABLE V-7 (Continued) 

19$9 

0001 % 

EaminS!!: 
Retail finance charges 107J813 81.3 
Who1esale finance charges (a) 14,962 ll.3 
Income :trom real estate 10BIls 5 
Income from capital 10 an s to dealers 563 0.4 
Di vidends and interest on investments 2J280 1.7 
Dividends and interest tram associated campanies 9:> 
Dividends and interest from subsidiary companies: 

Small10an 3,673 2.8 
Insurance 282 0.2 
other 698 0.5 

Misce11aneous income 2J 318 1.8 

Total gross earnings: 132J 6h4 100.0 

Expenses: 
Interest on 10ans and funded debt h9,515 37.3 
Cost of acquisition of borrowed money 1,619 1.2 
Provision for losses 6,168 4.7 
Salaries and wages 21,935 16., 
Rent, depreciation and other expenses 1~,6iS 13.~ 
Earnings before income taxes 3 ,7 2 27.0 
Provision for income taxes 17,142 12.9 
Minority interest 68 0.1 ---

Net eamings alter taxes: 18,552 14.0 

(a) Net, after who1esale insurance. 

Source: Federated Counci1 of Sales Finance Companies. 

e 

1960 1961. -
000$ ! 000$ ! 

122J462 78.6 122J839 79.1 
16,574 10.7 14,032 9.0 

11 9 
682 0.4 1,073 0.7 

5,113 3.3 3,733 2.4 
81 0.1 90 O.l. 1 

t-' 
6J588 4.2 7,627 4.9 S 

330 0.2 21&3 0.2 1 
999 0.6 1J764 1.1 

.25 905. -l:!2 3,8111 2.5 

155,745 100.0 155J 2$l 100.0 

61,186 39.3 56,864 36.6 
2,802 1.8 2,h48 1.6 
6,lIQ 3.9 7,685 5.0 

23,476 15.1 24,407 15.7 
202203 13.0 H 12.6 
Lî,929 26.9 ,333 '"2tr.5 
2OJIQ8 13.2 22,088 14.2 

61 53 

21,370 13.7 22,192 14.3 
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upSNing from around the Middle of 19S5 to the end of 19S6, for example, 

interest rates paid by the indllstry increased sharply, as Table v-8 
4 r 

shows, while retail finance charges earned by it rose less rapidly, as 

Table V-9 shows. These Tables reveal a similar tendency for the upswfng 

that began in the Spring of 19S8 and continued to the end of 19S9, an 

interval marked by particularly restrictive action towards the indl1stry' 

on the part of the banks. It is also true, however, that dl1r1ng the 

downswing that lasted fram the Spring of 19S7 until the Spring of 19S8 

the rates paid by the industry fell whUe those it earned rema1ned 

fairly sticky. A broadly similar tendency was displayed by the market 

durlng the domswing of 19S9-l960, b1t on this occasion it appears that 

retail finance charges vere softer than they had been during the previous 

downsw1ng. (The upward stickiness on the part of the interest rates that 

the industry as a whole vas able to earn--individual companies varied 

considerably, as Table V-9 indicates--during the upswings ci ted alao 

raises sana doubts as to the generalityof the conventionsl vin that 

the demand for commodity :instalmEilt credit is al ways subject t.o very 

higb interest inelas tic it y.) 

The othar aspect of tha overall experience of the industr;y' that 

lait its mark is that avants tended, especially during the latter part 

of the decade, to assume increasingll' discriminatory features. We noted 

in the passages from the 19S6 Armual Report of the Governor of the Bank 

4This involves more than an interest charge. It also includes 
an insurance component. 
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TABm V-8 
,.. , 

IHTmmST RATESPAlD ,BI mE TEN' LARGEST SAIES 
FINANCECOMPANIES.OH 9Q.oDAY SIORT TEBH PAPER 

'.' QlJAR'ŒRLY 19,3-1961 

~ ~ ;!:W ~ ~ 
lII'III IV III m.IV l II III IV l II m IV l II m IV 

1 1 4 4 1 

3 1 3 
1 3 2 1 1 3 
3 

.1 l' 2 

1 i 1 1 3 ,1 li 1 7 -). 

2 22 4 1 l 
2 "2 2·1 1 

1 4 

4 . 
,41/8 
~114' 
43/8. 
4 1/2 
43/4 .' 

"~I • 

2 4 

S 
.,1/4 
,1/2 
S3/4 
,'7/8. 

.6 
·61/4 
63/8 

· 61/2 

Humber of 
· CompaD1es 
Reportmp;: 

1· 

\' .. : 

",6·SS67 6 6 7 7 

· SoU1'C1: , .Feœl'ated COlmcU of Sales Finance Companies. 

1 
1 1 

1 , 
2 1 

2 1. 
4 , , , 1 
2 222 

1 1 

1 

1 

7 8 6 8 8 6 9 9 

~ ~ ~ !2§! 
l II III IV l II III IV l II III IV l II III IV 

1 
1 4 
6 6 4 

'! 4 1 1 1 7 2 
,1 1 1 1 2 6 

:3 6 1 8 
:3 1 6 1 1 

1 

6 6 6 1 

1 1 1 1 :3 
1 

6 2 1 
1 1 

1 
1 
7 6 
1 2 

1 

2' 
1 
2 

19' 9 9 9 

4 

9 '9 9 9 991010 10 91010 
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TABLE V-9 

INDEX OF FINANCE CHARGE ON' A $2,ooOUNPAlD. BALANCE ON A lŒWADTœQBILE 
REPAYABIE OVER 30 MOHmS,.19~~1961., SECOND QUARTER 19S4 • 100 . 

_ C2!!!!!!& NOl 1 2- 3 4 .~ 6 Z 
19S4 II 100 100 - lOO 100 100 100 100 100 .' 

III 100 100 - 100· 100 100 100 -100 1.00 
IV 100 100 ~ua 100 100 100 100 100 

19S5 l '100 114 ~ -118 93 97 100 96 100 
II 100 JJ.4' .. ua 93 97 100 96 100 

III 100 114 - lIB 93 97 - 110 .100. 96 100 
IV 100 114 - 118 93 97 - 1lO 100 96 103 

~ 
19S6 l 100 114 - 118 93 97 - 110 100 96 103 

II 103 114 - ua 93 97 - 1lO lClO 99 103 
III 103 114 - U8 93 97 - 100 100 99 103 
IV 103 114 - 126 93 lOS - ll9 100 99 103 

19S7 l 110 114 - 126 93 lOS - ll9 110 99 120 
II 110 114 - 126 93 lOS - ll9 110 117 120 

III 110 114- 126 93 lOS - 119 110 117 120 
IV '110 114 - 126 93 lOS - 119 110 117 120' 

19S8 l 110 114 - 126 lO7 lOS - ll9 110 116 120 
II 110 114 - 126 107 lOS - 119 110 116 120 

III 110 li4 - 126 107 90 ~ 114 110 116 120 
IV 101 114 - 126 107 ' 90 - 114 no n6 120 

19S9 l 101 91 - 126 lOT :90-114 121 n6 120 
II 101 91 - 126 lO7 97 - 121 121 116 120 

III 107 91 - 126 107 97 - 121 121 116 128 
IV 107 91 - 126 107 97 - .121 121 n6 128 

'-'p -._--_. -- -- • - . .:-.. -·----·-------l 
1960 l 83 - 107 91 .. 126 116 107 97 - 121 121 128 1 

II 83 - 107 . 91 - 126 107 91 - 121 110 116 96 - 128 1 

III 83 - 107 91 - 126 107 91- 121 110 ll6 96 - 128 1 

IV 83 - 107 91 - 126 107 91 .. 121 110 116 96 - 128 

1961. l 83 - 107 91 - 126 . 107 91- 121 110 116 96 - 128 
II 83 - 107 91 - 126 107 91 - 121 '73 .ll6 96 - 128 

III 83 - 107 91 - 126 107 91 - 121 73 116 96 - 128 
IV 83 - 107 91- 126 101 91- 121 73 ll6 96 - 128 

Source: Federated Council. of Sale~ .Finance Companies. 



• 

-l44-

TABLE V-l0 

AVERAGE REPAlMENT PERlOD (m MONTHS) ON' OTHER CONSUMER 
GOODS mSTAIMENT CONmAOTS, FOUR SALES FINANCE COMPANIES 

. QUARTERLY 19S4-1961 

l 2 3 4 
19S4 ,1 16.6 17.0 20 

II 16.4 17.7 19 
III 16.1 17.9 19 
IV 16.1 18.1 19 

1955 l 15.9 18.3 19 
II 15.8 18., 20 

III 16., 18., 20 
IV 17.2 18.4 19 

1956 l 18.1 18.4 20 
II 17.4 18.4 20 

III 16.9 18.3 ' 18 
IV 17.4 18.1 19 

1957 l 17.3 17.8, 18 
II ],6., 18.2 18 

III .17.8 18.1 : 18 
IV 16.7 16.5 17.8 18 

19$8 l 16.1 16.5 17.B 18 
II 16.0 16.8 17.9 19 

III . 16.0 17.6 18.0 19 
IV 16.9 17.0 17.8 20 

1959 l 16.4 ;l6.4 17.8 19 
II 17.1 16 .. 7' 17.9 19 

III 17., 17.5 19.2 19 
IV 17.7 17.3 18.3 19 

1960 l 17.1 lB.3 18.0 20 
II 17.4 '17.6 18.7 20 

III 17.6 .18.2 lB.4 '21 
IV . 17.4 l8.7 19.1 20 

1961 l 17.7 18.3 17.6 19 
II 17.6 18.2 18.0 20 

III 18.4 18~2 18.4 2l 
IV 18.4 lB.l 17.9 20 

Change: 1954-1961 
(No. ot months) +1.8 +1.6* +0.9 

'* Iv/l957 to IV/l961 

Source: Federated COUDeil ot Sales Finance Companies. 
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mm V-ll. 

AVERAGE BEPA1MENT PERmD (IN MONTHS) ON NEW AUTCHOBIIB 
mSTAUmIT OONmACTS, FaJR SALES FINANCE COMPANlES 

QUARTERLY 19.$4-1961' 

1 2 3 4 
19.$4 l 21 • .$ 19.1 20.0 

II 21.7 19.9 20.6 
III 22.8 20.9 21.1 

IV 22 • .$ 20.4 21.3 

19.$.$ l 22.0 22.2 21.2 
II 23.0 23.3 22.0 

III 24.0 23.9 23.7 
IV 23.7 23.1 23.7 

19.$6 l 24.3 24.3 22.9 
II 24.6 24.1 23.1 

III 2,.2 24.6 23.6 
IV 24.4 23 • .$ 22.8 

19.$1 l 23.4 23.6 21 • .$ 
II 24.1 24.4 22 • .$ 

III 2.$.4 2.$.3 24.0 
IV 2.$.1 24.8 24.2 23.4 

19.$8 l 24.6 24.4 24.9 22.1 
II 2.$.1 26 • .$ 2.$.2 23.2 

III 2,.6 26.8 2.$ • .$ 23.9 
IV 2S.8 ?:I.S 24.S 23.S 

19S9 l 2S.7 26 • .$ 2.$.S 23.S 
II 26.2 27.2 26.2 23.9 

III 21.2 28.3 26.7 24.8 
IV 26.8 28 • .$ 2S.3 23.8 

1960 l 26.4 21.8 2S.S 24.0 
II ?:I.1 28.7 26.3 2S.1 

III 28.0 29.4 27.0 26.0 
IV 27.4 29.0 2,.2 2,.2 

1961 l 27.2 ?:I.9 2S.8 2S.2 
II 28.0 29.3 ?:I.O 26.0 

III 28.6 29$8 27.7 26.9 
IV 28.1 29.8 26.3 26.4 

Change: 19S4-1961 
+.$.0* (No. of months) +6.6 +7.2 +6.4 

* IV/19S7 to IV/1961 

Source.: Federated CouncU of Sales Finance Companies. 
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of Canada that vere cited earlier a distinc.t tendency to attrib1te a 

unlque behavioural pattem to commod1ty instalment credit. This pattem 

vas, :ln fact, DOt WX1que to it blt shared, to .at .least a substantial 
. . 

degree, byaU .torms o.t consumer 'credit, as vas sean above in some deta1l. 

What 1s s1gn1:f'ic811t here, however, 1s the tact that 1t vas probably this 

att1 tude tbat. led the Bank of Canada :ln 19 S9 to e1 ther require or allow 

the chartered banks to w1 thdrav large portions of the cred1 t they had 

previously authonzed for the salesf'.l.nance inchlstry wh1le, appa:rently,. 

. permi tting them to. honour. commitments to other, partly analogous, 

purveyors of credit. Nor, as we knov, d1d the BlJlk prevent the banks 

from simltaneously' expanding .the1r own lO8DS .tor the acquisltion of 

automobiles and, to a lasser .degree, for the acquis:l. tiOn of other conauiDer 

durables. Indeed, ve have reason to. bel1eve that lt actuall.7 velcomed 

th1s development. 'lhis eJq)erience 11187 very vell have contributed to a 

feeling &nong some members of the sales finance industrY' that the central 

bank had singled them out to thelr compati tive disadvantage,. and that 

the time had therefore arrived . .tor the ezploration of wider horisons. 

These considerations and the1r 1mpl1catlons w1l1 he taken up further in 

the last chapter. 

Developaents with1n Industrial Acceptance Corporation L:lmited 

The toregoing discussion vas. concerned vith the major developm.ents 

that occurred within the structure and modUs oper811di of the Canadian 

sales finance indnStrY' as a. vhole since the early 1 tifties. 1his vas 
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useful as a means ot deepening our perspectives" but DOW it ls desirable 

to look at these and related phenomena iD narrower focus. As was pointed. 

out above" we are deal:lng vith an industr)" whioh" even b)" the standards 

ot Canada' s t.l.nancial :inteœediarles" is a ver)" higbl)" concent'l'8ted one 

iDdeed. The field ls dOm1nateci" as ve know" b)" three enoœous tirms. 

Tm ot these ma)" be teœed Itgenerallt sales finance compaDies" 1Ih11e the 

remaiDing one ls altogether 8 special 08se. 

The luger of the Itgeneral" sales t.l.nance companies" and also 

the largest ot the three, ls Industrial Acceptance Corporation Limited. 

Although rather an "old" company" as CSladian sales finance companies go 

(it vas establ1shed in 1925) lt, like 'the rest ot the iDdustr)", vas 

relatlvel)" insLgn:LtJ.cant in sise until the post-var periode 'Since then" 

1 ts growth has been remarkable" 8S TableV-12 reveals iD some detaU. S 

Table V-l) compares the condensed consol1dflted balance aheet of 

!AC as at the end ot 19SO vith that as at the end ot 1961; and i8 

intended to convey not ool)" the overall. changes in the various asset 

and liability categories dur.l.ng these eleven years" but also the changes 
6 

in the Company' s tinancial. structure that occurred over the interval. 

Sxt should be pointed out that this Table and" indeed" .ost ot the 
data referred ta be;J.ow concem the consolidated aftairs of the Company, 
and therefore extends considerabl)" beyond 1 ts operations in the tield of' 
commodi t)" instalment credit. This field, however, bas alvaya been over­
whelmin&L)" 1 ts, pr1m817 raiaCll, d' atre. It 1a therefore UDlikel)" that the 
main purpoaea tor which tbese data will. be used" to indicate tendencles 
and changes :in relat1. ve tanna, are materially af'tected" al thougb, clearly, 
'the absolute flgures should be read vith this consideration :iD mind. 

6The year 1961 marked an important vatershed in the development 
ot the. Canpany. It saw IAC embark upon an extensive prograJlllle ot divel"­
sitication :iD 1ts operations. The result ls that thera 1s no necass&ry 
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TABLE V-12 

INOOSTRIAL ACCEPTANCE OORPQRATION LIMITE» 
SUMMARY OF GROWTH, 19SCl-1961 

Total 
Shareholders' Total Gross Net Volume ot Net 

Total Aeseta Equity Debt Income Eamings Business Receivables 
(M1lliox4) (M:Ulion$) (MUlion$) (Million$) (M1llioD$) (Milliont) . (Million$) 
(Year-End) (Year-End) (Year-End) (Year-EDd) 

19SO 14$.1 14.1 11.3.1 16.9 2.8 .391.9 139.2 
19S1 162.9 16.2 129.4 22.1 3.0 ·422.2 148.6 

1 19S2 263.2 21.0 202.2 30.3 S.O S74.7 249.0 .... . 19S.3 308.9 37.6 229.3 42.4 7.0 609.9 287.8 f; 
19S4 268.3 lal.O 181.S 39.S 6.8 464.1 24S.6 1 

19S5 3h9.0 ·Sl.8 2Sl.3 40.1 7.4 636.9 331.6 
19S6 448.3 6S.1 .32.3.2 1 Sl.7 8.6 79S.6 429.3 
19~ 460.1 68.9 329.4 se.S 9.2 712.4 43.3.7 
19 SB 414.8 14.8 333.2 6O.S 10.7 116.9 436.9 
19S9 S67.2 81.0 4ll.4 68.S 10.9 82S.0 486.1 

1960 626.9 88.3· 4S4.4 80~8 12.1 847.3 S40.0 
1961 606.6 96.2 421.9 84.4 12.S 79S.0 S2S.7 

Source: Industrial Acceptance Corporation Limited. 
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TABLE V-13 

INOOS'mIAL ACOEPTANCE CORPORATION LIMITED 

CONIENSED CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 1950 AND lECEMBER 31, 1961 

December 31 
19i2 1961 P~lOO Equitl 

000101' total oool! of total ~ 1961 

ASSETS 
Oash 2,507 1.7-3 7,817 1.29 17.09 8.12 
Marketable Securities 2,322 1.60 ~'M 10.97 1,.8) 69.13 
Total: cash and Harketable Securities 4,829 3.33 ,3 12.26 32.92 ~ i 

Recei vables: -~ 
Retail 10,,1194 72.71 376,29262.0.3 719.01 .390.99' -
Wholesale 30,2.39 20.84 ,4,390 8.97 206.10 56. Si 
Direct Consumer Losns 4,S4, .3.1.3 92,4,6 1S.24 30.98 96.07 
Other Instalment Paper 794 ." 9,8SS 1.62 ,.41 10.24 
Sundry Accounts Receivable--..-llQQ .28 ~ .11 ~ .69 
Total Recei vables 'ïIil,li72 - 97. Si m;o58' 87.98 964-23 554.50 -

Less: Reserve for Losses (2,.3~)~) 5(~26~) ~~·U) (4~·2.3)~) 
139,0 ~ 2 39 • 9 .00 ~ 

Total C1rculating Assets 143,919 99~20 ,99,746 98.87 980.91 62,3.17 
Other Assets l,l~ .80 6,842 . 1.1.3 7.9S 7.11 

TOTAL 14,,086 100.00 606,,91 100.00 988.86 630.28 
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TABLE V-13 (Oontinued) 

Daoember 31 

oo~·9i~i'_1i9tal 1961- perloo E9!!!ty ooôi ~'-9i' '(;J:>tjil 19, 196ï -LIABILITIES 
Accounts Payable, Income Taxes 

8,129 5.(0 Payable and Dealers' OrecH. t Balances 30,247 4.99 55.40 31.43 Unearned Service Charges 9,219 6.35 52,243 8.61 62.83 54.28 
Notes and Debentures: 
Secured, demand and short tarm notes 53,066 36.SB 201,132 33.16 361.68 208.99 

1 
Secured tem notes 

lm!~ -H a ~ ~ ~' 3 : 3 
.... Total senior debt 1.0 3 ,977 7.20 702. 7 'e Debentlires 10,000 ~ 480'~2' ~ 68.16 ~ 1 Total debt 113,066 7 .93 27, 70. 3 770 •. 63 • 7 

Equity: 
5,080 17,635 

Prei'erred stock 3.SO 2.91 34.62 . 18.32 Oommon stock 4,048 2.79 28,785 4.75 27.59 29.91 Oapital SUrplus 1,91a. .32 2.02 Retained earnings 
1~1 3.82 

~ 7.89 37.79 !t2.7~ Total Equi ty 10.11 9 2 15.87 100.00 100.00 
TOTAL 145,086 100.00 ~~,591 100.00 988.86 630.28 

Source: Industrial Acceptance Oorporation Ldmited. 



Beton proceed1ng.any f'urther, 1t. shOl1ld be noted that at the 

end ot the 1961 fiscal year~O had a DWIlber 01'. subsidiaries, ot wbich 

two, both wholly-owned, were mater1al to its overall opera1Al.ons up to 

that point. The larger ot these, Niagara.F.l.nance .. CompaD7 L1mi ted, was 

then (and rewa:lns) one ot the large st CODBWIler loan companies iD Canada. 

The other, Merit Insurance CompaD7,is a quit. large firm which insures 

the various. types ot marchandise :t:l.nanced by no, main17 but by no means 

en'tlreJ.y iD conjunction vith lAO's lencHng operations. 

Looking at Table. V-13, we are 1mmediately &truck by the exWa­

ordiDary increase iD .. the. Oompany' s hold1ngs ot marketable securit1es; 

from a 'total ot 2.3 million dollars iD 19SO to a total ot 66.S millions 

iD 1961. A turther sense of the extent of tbis change 1s gaiDed .frOID 

the tact that, whereas in 1950, marketab1é securitiea amounted ta 1.6% 

ot total. assets, they represented 11%.in 1961. This observation brings 

ua iDto upl1c1t contact, torthe tirst time, vith the question ot 

l1quidity, as 1t pertaiDs .. to an iDdiv1dual sales finance cOllpaDT. It 1a 

obvious tbat, however one viabes ta det1ne l1quidity iD the abstract, 

IAOts operational attitude. on the subject underwent drastic revis10n 

dnring the eleven years under revin. To perce1 ve tbis, one bas only 

ta contrast the percentagethat the sum ot cash plus marketable 

continuity in the Oompanyls pol1cies. This, needless to sq, doea not 
mean that 1 ts characterist1cs and behaviour duriDg the earller period' are 
1rrelevant to thoseof tbe_later one, aven when the discontiDuity S88ms 
most pronounced. It meana, ratber, that the elementary requirement that a 
glven 1nstitution's activ1t1es lII1st always be examined with1n an appropri­
ately contamporaneous context applies .vith more than usual force. 
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securities bore to the ComPalV" s total assets in 1950, 3.3%, to the 

corresponding percentage in 1961, namely 12.3%. Nor was the change 

sudden, as a glance at Table V-14 will show: the increase is spread 

over the entire period, though unevenly. 

A s1mi1ar proc8ss 1s visible on Table V-13, in the relative 

compositLon of the Company's receivables. In 19SO, loans on sales at 

ratail represented72.2% ot its total receivab1es: by 1961, this 

percentage had declined to 62%. The dec1ine was even more substantLal 

in the case of loa'1s for automobile dealers' inventories--the so-calleci 

"who1esale" lo&ns. ID 19SO, they represented 20.8% ot total receivab1es, 

but by 1961 tbis percentage had shrunk to 9%. Direct consumer 108118 

(made through Niagara Finance Company), varied, however, very differently 

indeed. Whereas these represen~d a mere 3.1% ot total asaets in 1950, 

they had elCpanded to 15.2% by 19610 Here, too, the evolutioD is 

distributed over the entire periode 

~e overall structural changes in the Company' s liabilities and 

shareho1ders' &quit y were 1ess drastic, but they were not insubstantiaJ.. 

We note, for example, that changes in either profit rates or divid.end. 

policies, or in both, had apparently occurred dnring the years under 

review, aince the ComP8Jl7's retained earnings in 1961 amounted to some 

$48 millions, or 7.9% of total li abili ties plus equity. In 1950, the 

cor.responding ligures vere $5.S millions and 3.8% respective1y. We also 

note that the equity section of the balance sheet grew in signiticance, 

both in abso1ute and relative terms. Rather cUriousq, given the 
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TABLE V-14 

INlliSTRIAL ACCEPTANCE CŒPORATION LIMITE» 

NET FLOW OF FONDS , ï 
., 

Sources of 'Dispositionl 19~ lt22 , 1953" , 19fÙ 
Thousmds of Dollars 

1222 ' 

1. Cash (7,342) 2,h16 (4,273) 128 '. 5,666. 
2. Retail Instalment Paper . (657) (94,857) (35,844) 36,168 (44,922) 
3. "Wholesale·Paper (5,h91) 28 204 13,386 (34,876) 
4.' Direct Sec. Instalment 

Losns (3,468) (6,883) (3,3~) (4,572) (5,554) 
5. Repossassions ().9) (171) (88) 67 85: 
6. Other Instalment Obliga- ! 

tions (106) (267) (153) (738) (1,467) 

1 7. Sundry' Accounts Receivable (368) 52 (78) (1,590) 682. 
8. Marketab1e Se cu ri ties (1,056) . (2,154) (538) (7~) . (920) 
9. Other Assets (4) . '(138) (2,092) , (927) (362) 1. 

! 

10. Sec. DeIiland and Short 
Tem Notes' 14,291 .68,097 14,380 (59,171) 58,978 

11. Accounts Payable and 
Accrued Liabl.1i ties 2n 338 1,162 '860 (26) 

12., Inconie Taxes 1,019 1,657 462 (683) (182) 
13. Dealers' Credit Balances 3,335 3,316 '(S02) 285 
14. Deferred Income (1,231) 11,266 3,108 (1,920) 6,043 
15. Secured Terrn Notes 3,3~6 5,500 6,000 . 
16. Debentures 2,000 4,780 9,320 11,9.50 ' (1,246) 
17. Rés. for Doubtful 

Receivables 660 1,697 566 (592) 61 
18. Preferred stock (771) ·4,373 4,802 (4,491) 1,004 
19 •• Common Stock 608 3,766 2,604 4,131 6,676 
20. Capital Surplus 162 103 . 66' 53 (38S) 
2l. Retained Earnings 1,502 2,5lal 3,165 3,069 3,270 l ' 

22. Provision for Dividends 
1 

on Preferred Stock 22 (22) 
1 

Source: Indllstrial Acceptance Corporation Limited. 
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,. Total' . 

1922 . 19$§ 19$7 . . 19$8 .. 1959 . 1960 
( Thousands of Do1iâi's) 

1961 . 195Ï. - 1961 

. $,666. ... (SB7) (7,896) . 2,959' (2,591) 3,213 '2,109 ($,3lO) 
(44,922) (93;012) 3,$89 5,174 . (35,0h4) (23,695) 12,302 . (270,798) 
(34, 876} .5,453 . (5,$32) 2,285 . (3,297) (10,2.30) 13,919 (24,151) 

(5,554) (9,S8~) (2,423) (11,3lal) (1l,144) (18,217) (U,373) (87~91l) 
85: . 77 (19) '18 (70) (21) (42) (183) 

! 

(1,467) 

1 
(l·~O69) (832) (308) (370) (2,3$6) (1,397) (9,063) 

682. 263 . 262 394 . (83) . 86 U5 (265) 
(920) {9·61} 492 . (14,674) (40,229) (8,271) 4,828 . . (64,211) 
(362) 1. 

(106): .. 47 . 8 (272) . (673) (975) (5,494) 

58,978 . SL,528 (16,781) (7,749) 6~,284 . 7,074 (43,866) l48,066 

(26) 607 103 594 " 582 2,725 1,016 '8,232 
(182) 640 . 235 1,239. (337) '1,161 420 5,595 
285 2,871 '601 (329) (27) (936) (322)· 8,~2 

6,043 10,054 749 3,547 .7,855 6,359 (2,805) 43,024 
6,000 . 17,405 . 7,821 7,439 10,291 28,~71 9,093 95,845 

(1,246) 2,989 15,130 . 4,136 6,620 6,958 8,246 70,883 

61 200 564 730 < 
. 687 503 803 . ···5,880 

1,004 9,762 (hU) • ($26) (314) (421) (424) 12,555 
6,676 . 49 313 . 772 ' 963 1,6119 2,606 24,737 

(38S) 238 441 526 314 421 - 1,91&1 
3,$70 1 • 

3,],.79 3,576 5,105 5,182 S, 699 5,746 42,336 
1 

1 



_. -lS4 - • 

comments made earlier about the advantageousne~s of issuing pre:terred 

rather than common stock" the fo:rmer seems to bave lost ground in favour 

of the la t'ter over the in~erval; though both increased in absolute terms • 

. This probably reflects imperfections in Canada' s capital markets. 

Table V-1S gi ves the Company' s aggregate .noV of tunds OVe!" 

these eleven years. Of the total tunds generated during the period" 

only S2.8% was obtained by means of secured debt. The greater part ot 
. . 

the remainder came fram' the issue ot unsecured debt and from both types 

of stock issues" as wall as fram retained earnings. (TableV-J.4 gives a 

detaUed amual breakdown in this fIov.) A striking 13.9% of these 

tunds vas applied to the purchase ot marketable secur! ties over the 
interval as a wole" and only SB.9% went inte the acquisition of ratail 

p~er. On the other hand" unprecedentedly large allocations" of the 

order of 19% of total outlays" were made in the torm of direct loans to 

çonsumers. 

lAC' s relations vith the chartered banks during this period vere 

inevi tably obscured in the foragoing discussion. Table v-16 introduces 

them" and shows the Company's indebtedness te its bankers st both lÎlid-' 

year and year-end for each of the elevEl'l years under review" together 

with the respective weighted average interest rates. Setting aside the 

first and last of these considerations" we note that the relative 

importance of bank loans to the Company' 19 financial structure lk.S much 

amaller in 1961 than it had been eleven ye~s earlier. This situation 
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TABLE v-15 
IN'OOSTRIAL ACCEPTANCE CORPORATION LIMITED, FLOW OF FUNDS 

DECEMBIm 31, 19$0 - DECDœER 31, 1961 

Sources of !\mds: .292l ~ of Total 

Secured demand and short-term notes 148,066 . 32.09 
Seeured term notes 95,845 20.77 
Debentures 7°1883 1$-36 

Total debt .,. 314,794 68.22 

Accounts Payable, Income Tax Payable 
and Dealers' Credit Balances 22,118 4.79 

Unearned Service Charges 43,024 9.32 

Preferred stock 12,,55 2.72 
Common stock 24,737 5.36 
Capi tal surplus l,9bl .42 
Retain~d earniDgs !lgaJ36 9.17 

Total equi ty 81z~69 17.67 

Total - sources of f'Ilnds à61.a~2 100.00 

Appl1cation of Fands: 000. % of Total 

Cash 5,310 1.15 
Marketab1e Securities _ 6à,2ll 13.91 

Total Cash and Marketab1e 
Securlties 69,521 1,.07 

Receivab1es: 
Retail 270,798 58.68 
Who1esale 24,151 5.23 
Direct secured instalment 108l1s 87,911 19.05 
Other instalment paper 9,061 1.96 
Sundr,y accounts receivable 26$ .06 

Total receivab1es 392,186 ·84·99 
Less: Reserve for losses ~2a880~ ~1.27~ 

Net receivables (earning· assets) 386,306 83.71 

Total circulatins as sets 455,827 98.78 
other assets ~678 1.2J 

45(?$ 100.00 

Source: Industrial Acceptance Corporation Limited. 
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19S1 - June 
Dec. 

19~2 - June 
Dec. 

19~3 - JUDe 
Dec. 

19~4 - JUne 
Dec. 

19$~ - June 
Dec. 

19$6 - June 
. Dec. 

19$7 - JUDe 
Dec. 

1958 - JUDe 
Dec. 

19$9 - June 
Dec. 

1960 - June 
Dec. 

1961 - June 
Dec. 
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TABŒ V-16 

nmuSTRIAL ACCEPTANCE OOBPORAT;ION LlMITEDIE­

CHARTEBED BANK LOANS OUTSTANDING AT MID-lEAR 
AND BAR-liND .AND WEIŒlTED AVERAGE INTEREST 

RAiES ON BANK LOANS, 19SJ.-1961 

Chartered Bank Losns Outstanding We1ghted Average 000$ Interest Bate 

63,3~~ 4.~ 
23,,1~~ 4.~ 

48,,6~~ 4.$ 
70"SO~ 4.~ 

81,,37~ 4.~ 71,8SO 4.~ 

48,,$30 4.~ 43,920 4.S 
79,,870 4.$ 
91,500 4.$ 

8,$,4SO $.0 
a~,,57s $.~ 

76,280 ~.~ 
~9,1&4~ S.$ 
80,200 ~.2$ 108,1$0 ~.2$ 

7$,200 $.7$ 96,,6SO $.7~ 

98,,$SO $.7$ 98,,3$0 $.7~ 

6$,6$0 $.6$ $6,100 $.50 

* Including Bank loans oZ subsid1aries. 

Source: Industrial Acceptance Corporation Limited. 
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is" of course" what was to be apected on the b~s1s of what va now know 

of the industry' s exper.l.ence vith the banks dur:ing this interval. 

A.s Table V-16 also shows and" again, as might have been expected" 

the Company' s dependence on bank credit UIlderwent drastic changes on 

various occasions dur:ing the interval. This Table combines Wi tJ1 

Table V-14 ta gLve both IAC's total debt and ita bank 10ms outstandiDg 

at fiscal years-end for each year betveen 19S1 and 1961" and contirms 

this impression in a more detailed fashion. Up to the middle '.f':I.f'ties, 

the wo variables tended to move in the same direction" but they di verged 

sharply in 1956. Total debt increased by an almost unprecedented $71.9 

mjJljons, but bank loms vere reduced by $5.9 millions. They diverged 

again cll1ring 1957, when total debt rose by 16.1 mimons while bank 

10ans decreased by $26 millions. Both the Company' s total debt and 1 ts 

bank debt gL"'ew during the toUow1ng year, with the latter increasing by 

an unprecedented $48.7 mimons and the former a mare $3.8 millions. But 

1959 sn the two variables again diverge v1olently. Total debt ellpanded 

by $78.2 millions; bank debt fell 111.5 m:i1l1ons. 

!AC' s SIlbmiss10n to the Porter Colllllission and statements made 

in conjunction with it by ita exeoutives provide a number of 111uminating 

indications ot their rationale ot the developments described above. With 

respect, firstly, to the relationship beween debt liab1li ties and share­

holders' equity" ,!e learn 'that the Company operates on the bas1s ot what 

ia referred to as a nleverage ration, a tarm that connotes the ratio 

between the two variables. Colunm (9) on Table V-17 gives the Company's 
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TABLE V-17 

INDUS'lRIAL ACCEPTANOl3 CORPORATION LIMITED 
DEBT AND SHAREHOLlmlSI EQUITY, 19SC>-1961 

ooot 

Secured Ratio of Sr. 
Total (1) + (2) Secured Demand (4) + ('5) Debt to (2) + (6) Ratio 

Shareholders 1 Equity and Term and Short "Senior Equityand Total Total Debt 
Equity Debentures DE!bentures Notes Term Notes DebtU Debentures Debt to Equity 

(1) (2) (3) (4) (S) (6) (7) (8) (9) 

19$0 14,672 10,000 24,672 SO,OOO '53,066 103,066 4.18 113,066 7.71 1 
19S1 16,174 12,000 28,174 $0,000 67,3~ ll7,3'57 4.17 129,3~ 8.00 .... 
19'52 26,9~ 16,780 43,737 SO,OOQ 13'5,4S4 18'5,4'54 4.24 202,234 7.SQ '6l 
19'53 37,'594 26,100 63,694 '53,326 11t9,834 203,160 3.19 229,260 6.10 • 19'54 hO,9~ 38,OSO 79,007 '58,826 90,663 11t9,489 1.89 187,'539 4.S8 

19'5'5 SL,82'5 36,804 88,629 64,826 11e,64i. 214,467 2.42 2Sl,271 4.8'5 
19S6 6'5,0'53 39,793 104,846 82,231 201,16<) 283,hOO 2.70 323,193 4.97 
19~ 68,942 '54,923 123,86'5 90,OSL 184,388 274,439 2.22 329,362 4.78 
19S8 74,819 '59,0'59 133,878 97,180 176,639 274,129 2.0'5 333,188 4.4'5 
19'59 80,96'5 6S,679 146,644 107,781 237,924 34S,70'5 2.36 hU,384 S.08 

1960 88,313 72,637 160,9SO 136,7'52 ~,996 381,7SO 2.37 4'54,387 '5.1S 
1961 96,21t1 80,883 177,124 14'5,84S 201,132 346,977 1.96 427,860 4.4'5 

Source: Industrial Accept&nce Corporation L1m1ted. 
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leverage ratios at each of the year-end dates .trom 19$0 to 1961, and 

shows that they ranged fram a high of 8.0 to a low of 4.45, mov1ng on 

the whole in a downward direction over the interval. Some of the 

lower ratios are said to have occurred "when the effects of business 

recession were fe1t througb a reduction in receivab1es and an 

accompanying contraction in short-tem debt".7 

A hint is given as to the competitive situation with1n the 

Canadian sales finance industry in a reference to IlC' s allegectq 

lower leverage ratio, as. compared vith s1milarly "independantll American 

companies. It, ve are told, ie impoaed on the Company by the operations 

of certain other Canadisa. companies which are able to canpete more 

effectively for loanable .f'unds. These fims are able to do this, 

allegedly, because they are assoc!ated vi th luger organizat.i.ons. 

These are pr.f.marily manufacturers or distributors, but the:lr greater 

combined resources enab1e their sales finance aftiliates to present a 

more attractive face to prospective 1enders than can autonomous 
8 

companies. 

The Comp~'s varying sensitivity and reaction, at ditterent 

times during the review perlod, to anti-inflationary monetary pol:Lcy 

is also intimated. In 1951, it was confronted vith consumer instalment 

credi t controls and restricted bsa.k credit, on the one band, and 

7UC SUbm1SSiOD to the Royal Commission OD Banking and Finance, 
para. $. 

~bid., para. 78. 
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unprecedentecUy high demand tor sales tinancing, on the other. In 

order to handle the resul ting volume; UC turned i ta attention to the 

sale ot short-term notes through iDvestlDent dealers tor the tiret 

time. 
9 

Similar c1rcumetances arose dur1ng 1955 and 19.$6. Then, no 

controls were imposed on eommodi ty instalmen t credit (this aspect ot 

the 19S1. polic1es has not in tact been repeated s1nce), but bank credit 

was again restricted. The Company responded, as betore, to the pull ot 

high demand by turDing to non-b81k lanciers, ev1dently quite sucees&-

tully. In the process, however, 1 ta prof! t rates contraeted, as 

Table V-18 Shows. 

1N.ring 1958 and 1959, "wben the Canad1an economy was in a mild 

eyclieal upawing not at aU characterized by the e:xcesses ot earl1er 

periods, ..l0 the Company once again tound 1 tselt tacing restrieted bank 

credit. Not only vere i ts eurrent bank ered! t l1nes cut as never 

betore, but it vas apparentJ.yencouraged, moreover, to revise downwards 

1ts expeetations of future loans. The Company responded by e:xpanding 

i ts note and debenture issues, as i t had on essentially similar 

occasions in the past. Bu.t it also c1id something that it had not 

previously seen fit to do on a eorresponciing scale. It laid out large 

amounts, ot the order ot $50 millions, tor a stock ot marketable 

securities, primarUy Government ot Canada Bonds and trust company 

9Ibid., para. 85. 

l~b1d., para. 87. 



Ci) 

Gross Inccme 
(000$) 

19So 16,877 
1951 22,06$ 
19$2 30,261 
1953 42,369 
1954 39,489 

1955 40,092 
19$6 $1,714 
19S7 58,464 
1958 60,471 
1959 68,487 

1960 80,810 
1961 84,3$2 

TABLE V-18 

INDJSTRIAL ACCEPTANCE CORPORATION LIMITED 

PROFIT RATIOS-TOTAL SHAREHOLlERS' ·EQUITY, 1950-1961 

Net Eam1ngS* Total Shareho1ders' Equi ty Ratio of . (000$) (000$) Gross Income 

2,836 14,672 16.8 
3,004 16,174 13.6 
4,997 26,9$7 16.$ 
6,969 37,$94 16.4 6,837 40,9$7 17.3 

7,39$ SL,82$ 18.4 8,$86 65,053 16.6 
9,184 68,942 15.7 10,73$ 74,819 17.8 

10,897 80,96$ 1$.9 

12,089 88,313 1$.0 
12,$36 96,2h1 14.9 

Average 1950-1961 16.1 

* Before a11 dividends, profit on redemption of securi ties, cost ot debenture issues, etc. 
Source: Industrial Accept8nce Corporation Ldmited. 

e 

Net Earnings toI Total 
Shareho1ders' Equi t;y 

19.3 
18.6 
18.$ 
18.$ 

1 16.7 
~. 

14.3 1-' 

13.2 1 

13.3 
14.3 
13.$ 

13.7 
13.0 

14.$ 
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certif'icates. The end sought 1s simp1y stated: "If a sudden shortage 

ot tunds shou1d oocur, the se securities could thm be liquidated to 

provide the n8cessary funds. r.u 

Deve10pments w1 th1n Traders Finalce COl'poration Lim1. ted 

The overall perfor.mance ot the second-1argest independent 

Canadian sales finance company 1s 1ess impressive than that ot lAC, 

although it has always managed to m~intain a quite sound basic tinancia1. 

cClldi tLon. It, 1ike lAC, vas established in the 1920's, and the next 

two decades saw it open branches throughout Canada: by 1962 these 

numbered around ninety. Its primary raison d'3tre during Most ot its 

tir st three decades was to prov1de sales financing tor the Ford Motor 

Company and capital loans to Ford dealers. 

The Company also acquired a number ot subsidiaries during this 

period, ot which the largest is Trans Canada Credit Corporation Ltd., 

another ot the largest consumer loan companias in Canada. It alao 

"acquired a oontrolling interest in two general insurance compan1es: 

Canadian General Inauranee Company and Toronto General Insurance 

Company- A third. insurance company, Traders General Insurance Company, 

was established in 1951" mainly to "insure certain risks ot the parent 
12 company_" In a rather unusua1 step" tor a sales finance company, 1t 

llnid." para. 89. 

12Th1s is a standard statement appear:ing in the Company' s 
prospect! since the ear1y 1950' s. 
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acquired" in 1961" Frankel Steel Construction Ltd." a f'airly large 

f'abricator and erector of' structural steel. It also acquired during 

that same year a substantial interest in Gu.aranty Trust Company" one of' 

Canada's largest nonbank f'inancial intermediaries. 

Traders Finance did not make a separate submission to the Porter 

Commission" andits management vas generally reJ.uctant" througbout the 

1950' s" 13 to reveal its f'inancial experience and condition in any 

substantia1 detail. It has been possible" however" to f'orm a general" 

essentially qualitative" picture of its af'f'airs during the years vith 

which this study is concerned.14 Table V-19 gi ves the Company' s 

condensed balance sheets as at December 31 f'or each of' the years 1951 

ta 1961" and Table V-20 gives its condEllsed statements of' profit and 

loss f'or those years. 

Like lAC" Traders Finance went into the short-term money market 

in 19,2 as the resul.t of' restrictions in its bank credit" and" as 

Table V-19 shows" it has made continuOlls and extensive use of' this 

source of' fands ever aince. The- scale of' its lending operations rose 

throughout" but the rate of' growth was substan tially balow tbat of' the 

other large sales finance companies. Ble basic reasons for this 

relatively slow progress seem to have been a highly conservative 

13This reticence disappeared" as i t did throughou t MOSt of' the 
sales finanoe industry" af'ter the f'ailure of' Atlantic Acceptance Corpor­
ation in 196,. 

lbsenior members of' the Company's current aœninistration and a 
member of' the staff' of its underwriters kindly granted interviews ta the 
writer and provided helpfUl inf'ormation. 



Il • 
TABLE V-19 . 

'mADERS FINANCE CORPORATION LJHlTED 

CONSOLIDATED BALAN CE SHEETS AS AT DECEMBER 31 
000$ 

~ 1952 19$ ~ !222 
Assets: 

Cash 13,883 12,664 14,7SO lS,064 14,190 
Marketab1e Se cu ri ties 6,763 7,097 9,936 11,194 12,Sl3 
Notes Rece! vable 92,964 lltl,881 183,3S2 161,801 210,470 

1 

Losns, Mortgages and Sundry Receivab1es 2,983 3,719 S,47S 6,703 8,992 1-' 

Fixed Assats, Nat; Sundr,y Assats SSS 664 923 1,404 1,654 ~ 
Def'erred Charges 1 

Total Assats 111.!h8 166,025 214,hJ6 196,186 ~81.9 

Liabilities and Shareho1ders' E9!!itZI 

Bank Loans 9,700 30,100 40,000 12,6SO 32,SQO 

Sundry P~ables, etc. 6,870 11,Sl4 14,730 lS,764 17,022 
Contingency Reserves, etc. 8,468 11,768 lS,897 16,082 20,680 
Short Terrn Notas Payable 8,200 28,94S N.A. 60,390 
Collateral Trust Notes-Securad 64,612. 68,107 6S,018 95,962 60,197 

Sinking Fund Debentures 12,S02 13,633 23,808 22,640 19,958 

Minority Interest in Equity of Subsidiarias 7S8 803 866 1,039 1,202 

Total Liabili ties 102~210 1~125 1.~2J~2_Qh :L~lü131 2l1.9~ 
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TABLE V-19 (Continued) 

~ ~ 19,8 19$9 1960 1961. - -
Assets: 

Cash 18,0,6 28,188 19,,88 22,90, 16,31, 1,,178 
Marketable Securities 16,242 16,961 17,424 17,,7, 21,1,3 23,666 
Notes Receivable 274,904 274,886 239,00, 276,291 287,$18 284;6h4 

Loans, Mortgages and Sundry Receivables 10,810 12,322 22,8S8 'Zr ,037 
Fixed Aasets, Net; Sundry Assets 1,439 1,372 1,426 1,474 1,4,3 1,461 
Deferred Charges 2,23, 2,031 1,789 1,860 2,001 

1 

Total Asaets 31O~61tl. 323~642 290~284 33~J~ 3~~J.~ 3,3~987 ~ 
V\ 

1 

Liabili ties and Shareholders' E9!!i tl: 

Bank Loans 43,SQO 43,SQO 13,900 3,,000 27,000 1,,000 

Sundry Payables, etc. 20,701 21,208 19,667 20,263 18,221 20,830 
Contingency Reserves, etc. 23,691 23,927 23,,9, 27,7,6 31,37, 30,85L 
Short Terrn Notes Payable 73,430 80,770 60,804 . 78,010 B.A. 99,610 
Collateral Trust N otes-Secured 79,7,6 77,8,3 92,000 90,876 190,763 1001,973 

Sinking FUnd Debentures 30,0,7 3,,093 37,618 36,489 41,477 39,971 

Minority Intelast in Equity ot Subsidiaries 1,191 1,170 1,194 993 982 1,000 

Total Liabilities 272",326 283,,21 248,718 289~387 309~818 308~.a3' 
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TABLE V-19 (Continued) 

QQQl ~ 19$2 !22l ~ ~ ill;2 

Preterred Stock : ~~ 3,014 3,014 3,009 3,009 3,031 3,0'Zl 
5,000 4,994 4,948 

Camon Stock -A 2,426 7,799 10,264 ll,290 13,625 13,965 
- B 480 480 480 480 480 480 

Eamed Surplus 8,318 10,W7 1l,bJ.9 12,'Zl0 13,7hO 15,895 

Total Liabilities and_~ar~ol~~~!_~~t;r U1Jlh8 ~6~0_25 23.4,436 19t;,J,86 247,8].9 310J6bJ. 1 

~ 
0\ 

000$ 19$7 1958 1959 19W 1961 

Preterred stoc~ : ~ 3,024 3,017 3,002 2,999 2,993 
4,907 4,822 4,468 4,464 1,166 

Conunon stock -A 14,176 14,324 14,804 ·14,808 20,928 
- B 480 480 480 480 480 

Earned Surplus 17,534 18,863 20,2l5 18,588 20,185 

Total Liabilit~e~~t apd_Shareho].dE!l's_'. E:51uj.ty 323,6~ .290,2~h 33.2,3S§ 3Sl,J.~ 353,987 

Source: Traders Finance Corporation L1mi ted. 
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TABLE V-20 

TRADERS FINANCE CORPORATION tIMITED 

CONSOLIDATED STATEMIiNTS OF ffiOFIT AND LOSS FCR IEAR ENDED DECEMBER 31, 000$ 

!22! 19$2 19$3 ill!! ~ 19$6 !22l. 1956 19,9 ~~ 1963, 

Income !rom Operations 11,405 16,038 20,3,5 21,277 22,306 28,924 29,732 29,179 31,968 33,77S 34,9S4 
Other Income d 381 d 744 882 9S3 1,08S d d d ~ 

11, 0 16,Lï9 20, 22,021 23,188 29,877·30,817 29,93 32,7 2 3, 90 3, 29 

Interest on Loans and 
Funded Debt 3,194 3,40S $,$$4 6,042 $,132 8,lal9 10,692 9,457 10,lal3 12,422 1l,801 ~ 

Other Operation Expenses ~ ~ 6,626 7,9$0 9,077- Il,371 12,103 1l,74S 12,883 13,827 1~~r ...... 
7,3 ,3 9 12,lHô 13,992 ï4,209 19,790 22,795 21,202 23,296 26,249 2, 9 1 

Profits before Income Taxes 4,500 8,030 6,664 8,029 8,979· 10,067 8,022 8,736 9,487 8,3hl 10,660 
Provisions for Incorne Taxes ~~~ 3,427 ~ t.m 3,669 3,939 ~ ~ ~ 2,2 3, 9 , 2 4,602 ,17 , 4,353 4,797 , 3 ,2 7 , 0 

Provision for Minorit.y 
Interest Bo 69 146 200 188 73 14 4S 102 98 127 

Net Prof! t for Year 2,20$ 3,82$ 4,466 4.402 4,986 ,~392 ~J32 _4,~7S2 lü78J. Jh189 _ $,472 

Sourcel Traders Finance Corporati.on Limi ted. 
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management and exceasi ve dependence on the relationship wi th Ford. .A 

large number of the Company' s Ford dealers tranaferred their allegiance 

during the latter part of the 'fitties when the Ford Motor Company 

established its own automobile-finance subsidiary. (There is also 

reason to believe that Trans Canada Credit was lesa success.fUl. than 

some ot its campetitors in expanding its volumes ot cash loans to 

private borrowers.) The Company' a armual reports for 1960 and 1961 

reter to a series of sweeping reorganizations of personnel and operating 

methods during the preceding wo or three years, thus suggeetlng another 

basic difficulty that may have hampered it. 

As Table V-19 shows, the CompaDY' divided its borrowings almost 

equally between long and short-term notes. Bu t if i ts 1ssues of 

de'bentures are included vi th 1ts long-term indebtedness" a broad 

tendency to rely increasingly on long-term debt becomes apparent. This 

1s due to the same type of restrictions in i ts borrowing options that 

produced similar tendencies in !AC and the other large 1nduatry usera 

of the money market. Another notable feature of the Company'a compara­

tive b&lance sheets 1s the large successive increases in its issues of 

common stock. It also carried substantial amounts of marketable 

securities. 

The rather indifferent performance of i ts subsidiaries did much 

to prevent the Company' s earning performance !rom matching those of i ta 

competitors in the sales finance industry. A number of i ts Annual 

Reports reter to or imply underwri ting losses 1ncurred or unusually 



lS 
lower profits eamed by them. They also refer to various other 

deductLons from accumulated surplus, such as extraordinary wr.I.te-offs of 

lmcollectable accounts rece:l. vable and "losses arising fran the conversion 

of vholesale in dealers' hands, fraudulant retaU, and deficiencies on 
6 -

sales of repossessions. Wl We do not get the impression tbat the 

restrictions, in 19SL, 19S6 and 19S9, of bank credit prodllced major 

c1ifficulties in themselves. The Company- vas clearly able to operate in 

the mone)" market on a large scala, although no doubt at the cost of 

increased intereat charges, as Table V-20 indicates. The expansion, in 

the late '.tifties, of bank lendings for the purpose of acqu1ring 

automobiles md consumer durables seems, however, te have had a MQr8 

substantial adverse effect on the CœpaD.Y'· s fortunes. This development 

is described in its .Annual Report for 1961 as "the most important 

p ..... ob1em for our industry .11 
17 

A Note on General Motors Acceptance COrporation 
of Canada Limited 

The very nane of this company e:rplains clearly why, in spite of 

i ta being the third 1argest sales finance compan)" in Canada, i t cmmot 

lSThe Comp~'s AnnUal Reports for 19S7 and 19S6 are most 
explici t on this score. 

l6Annual Report for 1960. 

17 This theme creps up repeatedly in the empirical data relevant 
to this study and i t vas rei terated by most of the industry personnel 
vhom the writer interviewed. 
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be looked upon in the salile light as the rest of the industry, as ~ar 

as sensitiVity to prevailing monetary' conditions are concemed, at any 

rate. It is there~ore not necessary to discuss it in the detailed 
18 

~asbion that was appropriate ta lAC and Traders Finance. ŒIAC' s 

function, of course, ia ta proVide 1':Lnancing facilities ~or the 

acquisition of General Motors vehicles, in compe1Ai.tion with the other 

sales finance c ompani es • Ii does net oparate, as do the other large 

sales finance compsnies, in the rest of the consumer credit field. 

It does, however, generate the bulk o~ its loanable funds in ways that 

are analogous to thEdrs' in some respects, though not in others. The 

Company' s reliance on bank credit is minor: i ta bank indebtedness 18 

usually' no more than around. 10% o~ its total liabUities. It makea up 

for this by i ts very extensive borrowings in the short-term money 

market. It aIso operates in the long-tem market on à substantial 

scale. 

This kind of financial structure does not make GMAC impervious 

to the prevailing monetary climate-obviously i ts profit rates will be 

sensitive to market rates of interest. ihe CompaDY"S uniqueness derives 

tram the tact that, given the co~orate family that it possesses, there 

is little that the monetary authorities could do (short of certain 

18The Company certainly regards i t~f as being f'undamentally 
different fram the rest of the sales finance. ind1lstry. It has for this 
reason dec11ned to join the Federated Council of Sales Finance Companies 
(al though i t did provide i ts abare of the data compUed by the CouncU 
for submission ta the Porter COmmission) and has generally avoided 
identification with the sales finance industry aa a whole. 
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specific measures that will be discussed below), that would etfect1ve1y 

constrain its lending capabi1ities. '!'his lending capabil:lty is, 

realistically, a tunction almost entirel.y ot the demand tor General 

Motors veh1cles, and it is that basic teature that sets CHAC apart 

trom independent sales financ'e companies.19 

A Note on the !nst! tutional Character ot the Nonbank Landers 
ta the Sales F.l.Dance Industm 1953-1962 

In the early 1950' s, betore a real money market ex1sted in 

Canada, a company (e.g., lAC), wish1ng to ob tain short-term credit 

outside of the banldng system vas conf':Lned to a relatively amall number 

ot prospective inati tutional lenders such as insurance companies who, 

as the Porter Commission notedj possessed a qŒite sophisticated under­

standing of monetary mechalics. These lenders were not only susceptible 

to the attractione ot even fractionally higher interest rates but, 

because ot imperfections in the market, were also:in a position to 

!Dai st on changes in the tinancial structures ot their debtors that 

would mil:l tata against illiquidity, as tar as their own claims were 

concerned. Hence the abovementioned equity and leverage requirements 

that salesi'inance companies have been compelled ta meet. The advent 

ot a Canadian money market in the mid-' titties broadened the range ot 

19The toregoing 1s based on an examination ot GMAC' s financial 
statements. It is also based on interviews with senior otticers ot the 
Company, w:t. th other members ot the sales :f':tnance indD.stry, and with 
individD.als within the financial community in general. 
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prospective sources tbat the industry could tap, but not fUndamentally. 

~e main nonbank lemers continued to be the sane sort of institutions 

as before, and essenti~ similar terms and conditions prevailed. 

'!hese vere especially appll.cable to long-teJ:m notes and debentures, 

t1Pes of secur.l. ties tbat became increasingly necessary owing to the 

unreliabili ty of the banks on the one band and market imperfections on 

the other. The growing tendencies on the part of the large companies 

to carry stocks of relatively unprofitable but highly liquid marketable , 

securities attest turtber to their concern about the rigidities in 

their nonbank supply situation. The trend towards diversification of 

actf. vities that developed during this decade· does not, however, seem to 

bave been basically inspired by considerations of supply of funds. On 

the contrary, as Table V-la. shows, the acquisition of subsidiaries bas 

meant a qui te substantial allocation of fUnds away from the basic 

business of sales financing. There is reason to believe that this trend 

vas prompted mainly by a desire to move into fields less vulnerable ta 

monetary and competitive constrictions. 

For al.l i ta rig1.di ties, bowever, i t vas the :increasing 

availabili ty of nonbank sources of f'unds that enabled the sales finance 

industry to escape as effectively as it d1d the restraints that the 

chartered banks sought to impose on them. It is thus one of the several 

ironies of Canadian monetary experience during the t fitties that, in 

promoting a more etf'icient and pervasive money market in this country, 

the Bank of Canada made i t easier for an outstanding target of 1 ta 
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contractionar;y ef'f'orts to evade them. This J againJ does not mean that 

the industry would otheriiise have been unable to expand in the face of 

restrictive monetary conditions. As we have seen, the larger companiesJ 

who have been the main industry users of' nonbank credit, were able ta 

draw on the loanable funds of' other financial institutions, even bef'ore 

the advent of' the more sophisticated money market f'acilities that 

developed after 1954. They might have been able to bypass these 

msti tutions somewhat more easily thereafter because of' these develop­

mentsJ especially :ln the important area of' short-term note issuesJ as 

Table V-2l suggests. They may also have achieved thereby greater 

f'lexi.bili ty . alang vith somewhat lower borrowing costs. But their 

abill ty ta upand their 1endings would probably not have been signif'i­

cantly less if' the pre-1954 conditions had continued. 

Summary and Conclusions of' Chapter V 

It can be saidJ on the basis of' the f'oregoingJ that the primary 

de terminant of' the evolution of' the members of' the Canadian sales 

f'inance industrYJ during this decade of' ~c growthJ was their desire 

ta meet the expanding demand f'or their f'acili ties in the f'ace of' a 

central bank intent on contractionary monetary policies. This required 

the development of'. sources of' loanable .t\mds ou tside of' the banldng 

system. We have seen how the industryJ and especially its large st 

membersJ success:f\111y met this challenge. 



1) 

Year End 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

* Not ava1lab1e. 

TABLE V-2l 

SHORT TERM NOTE PLACFNENTS BI THE Tm LARGEST SAlES FINANCE OOMPANIES, 1953-1961 (millions ot dollars) 

ft 

Total Short Term Notes Direct Market Year End Total. P1aced Dur:lng Year Placements Placements Outstanding 

593 * * 198 
460 * * 1Sl 
384 85 299 228 
803 126 677 314 

1,573 159 1,1114 387 
796 112 684 279 

1,h31 110 1,321 392 
1,892 S04 1,388 blJ 
1,4S0 324 1,126 323 

Source: Federated Councll ot.Sa1es Finance Companies. 

~ 
.1='" 
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They did not" however" achieve these goals wi thout consequences 

to themselves. They vere obliged to incur increasing amounts of long­

term liabili ties. Their profit rates also narrowed" partJ.y' because they 

vere unable to ent1rely pass on to their customers the higb interest 

rates they tfere forced to pay their lenders" and partly becauae market 

rigid1 ties co.1Upelled them to carry substan tial stocks of low-~eld 

marketable securlties. More tban this" however" they aperienced an 

erosion of their competitive position within the saJ.es finance field. 

As va saw earlier" the banks" vith" apparentJ.y" the tacit approval of 

the Bmk of Canada" substantially encroached upon the indl1stzoy' s 

tradi:f;ional pre-eminence there. This adverse developmElllt stimulated 

some of 1ts larger members to intensity their alreadyenergetic efforts 

towards diversification. 



CHAPTEa VI 

AN EVALUATION OF THE BANK OF CANADAIS FOLICIES VIS-A-VIS 
ml SALES FINANCE INDUSmy; 1953-1962 

The Case in Favour of Selective Regulation of Commodi ty 
Instaliîîent Credit 

The case in favour o~ selective regulation1 of commodity 

instalment credit 1s composed of tvo .categories of arguments. The tirst 

concerns the behav10ur of sales finance cOlllpanies as members of the set 

of nonbank financial intermediaries. Given the contemporary structure 

of the Canadian sales finance industry, it refers primar1ly to lAC and 

Traders Fi."lance. CHAC i8 also partly atfected. 50, to a much lesser 

degree, 1s mtlist of the remainder of the group of "ten largest companies", 

but the do~eJ,ls of smaller filmS who depend almost entirelyon bank credit 

for lending capaci ty are not. Nor, of course, are the other purveyors 

of commodi ty instalment credit, of whom department stores are the Most 

important. 

As we savabove, the nonbank borrowing and the lending activit1es 

of sales finance compan1es May be descr:l.bed in terms of their negati va 

impact on the demand for money. They May also be descr1bed, in a manner 

that vas suggestèd to be especially meaaingf'ul to sales finance companies, 

1These controls should not be conf'used with those concerned with 
such matters as disclosure of interest charges, repossession in the event 
of debtor delinquency, and the like. ihe arguments for and against these 
controls involve considerations ~at are largely outside the scope of this 
study. 
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in terms of the activation of inactive bank balances: i.e., in terms of 

the velocity of money. No matter what terminological technique one 

chooses the upshot" however, is much the same. Existing infiationary 

pressures are aU~EIlted" and the central. bank May be forced to bear down 

harder on the banks than would otherwise he necessary. This, allegedly, 

18 not only inequi table to the banks" but is &lso conduciye to iesa 

succeasf'al monetary policies than an msti tutional focal point broader 

than the banking system would permit. 

The second" and more comprehensive" categoryof arguments in 

favour of regulatLng. commodity instalment credit cancems all ienders, 

irrespective of the sources of their f'anda. It derives f'rom the endemically 

procyclical character of the demm d for commodi ty instalmellt credit, which, 

in tum" is rooted in the procycl1cal demand for consumer durables and 

automobiles. In consequence, and also becauae it is modified by a 

peculiar repayment mechanism, this type of credit is regarded as a force 

that tends to delay and respecti vely deepen and elevate the troughS and 

peaks in the level of general economic activity. It ls also believed to 

pro duce additional deleterious effects. Perhaps the Most important of 

these, as far as economic stability is concerned, is that it nourishes 

the voiatility of the output of certain strategie areas of the econ~, 

the consumer durables sector in general and the automobile induBtry in 

particular. It is also iooked upon as a misallocator of resources during 

boom. times, which enables these areas to expand at the expense of others. 
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Two factors combine to endow the above attributes of commodity 

instalment credit vith a particularly disquieting quality. These are 

1ts tremendous growth in recent decades, 2 and its comparative immunity 

to convent10nal monetary policy. Its demand 1s allegedly higbJ.y 

interest-inelast1c, and 1t 1s precisely because conventional monetary 

policy impinges on the in this instance impotent variable of the rate of 

interest that 1t 1s ineffectual in curbing canmodity instalment credit 

when curbing 1s called for by the state of the economy. 

This, then, const1tutes the quintessential case in favour of 

select1ve regulation of commodi ty instalment credit. The analysis 

presented in the foregoing chapters has on the mole .atfirmed 1ts val1dity 

vith respect to the behaviour, between 19,3 and 1962, of the largest 

2rhere also exista in the li terature something that may be called 
"the burden theory of business f'luctuationsfl. It suggests, in ettect, that 
there is a certain limit to the amount of debt that consumers feel able to 
carry, and tbat when they reach th1s limit they will react by retrench1ng 
drasticaJ.ly, thereby plungLng th.e economy into a downswing. ihe underly,Lng 
premise is tbat total outatandings have a tendency to !Dcrease indetiDi tely 
at a faster rate than the level ot incane. (See Clay J. Anderson, "Consumer 
Instalment cd Home-HortgtlgeDebt, ft Journal. of Business, XXXIX, JuJ.y, 19$6, 
p. 2OJ., for a more comple'l;e statement of tbis argument.) Others have argued, 
however, that even if this premise vere true the implication suggested does 
not necessarUy follow. 1his view der.i.ves f'rom a life-cycle model of debt 
generation whereby indi viduals become debtors on a certain specified 
occasion, when they marry, and tben repay steadily for a certain interval 
tbereatter. The model ultimately implies that the ratio between total debt 
and income will eventually level-otf, aven though the absolu te rate ot 
increase in total. debt is rising. (See Alain Enthoven, "The Growth o~ 
Instalment Credit and The FUtI1re of Prosperity," Amenez Economic Review, 
XLVII, December, 1957, pp. 91.3-29.) AJnerican experience s1nce World War II 
appears to be consistent with this modeJ., according to Warren L. Smith, 
"The Etf'ects of Monetary Policy on the Major Bectors of the EC(Jlomy, n in 
Ritter (ed.), op. cit., p. J.89. 
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Canadian supplier of this type of credit, the sales finance industry • .3 

As lie knOll, the Bank of 'Canada responded to the problem by requesting 

or taci tly parmi tting the chartered banks to sharply restrict their 

loans to the industry on tliO occasions during this decade. Be fore 

discussing the appropriateness of this response, it is necessary t.o 

consider other measures that have been.adopted on various occasions to 

attain analogous ends. 

On the Effectiveness of Selective Re~lation of 
Commodi ty Instalment Credit 

The countries in addition to Canada whose experience is most 

relevant to our purposes are the United States and Great Bri tain, 

particularly the United States.4 The AJnerican government imposed minima 

on down payments and maxima on maturi ty terms of commodity instalment 

.3Similar conclusions have been reached by others wi th respect t.o 
Bri tish and AJnerican experience during analogous periods. For British 
experience see F.R. Oliver, The Control of Hire-Purchase, London, George 
Allen and Unwin, 1961. American experience is analyzed in Conference on 
Re~lation and Views on Regulation, Consumer. Instalment Credit Series, 
Part II, Vols. l and II, and Part In, WaBhington, National Bureau of 
Economic Research and Board of Governors of the Federal Reserve SystEIR, 
1957 (cited hereai'ter as Consumer Instalment Credit Series); and Robert 
P. Shsy, Re~lation W:Experiment in Credit Control, University of Maine 
Studies, Second Series, No. 67, Orono, University of Maine Press, 19,3. 
McCracken, Mao, and Fricke, op. cit. , however, adopt a dissent:tng position, 
on the grounds that the problems caused by commodi ty instalment credit 
have not been quantitatively excessive. 

4The countries that have resorted to controls at one time or another 
during the post-World War II era are Canada, the U.S.A., Great Britain, 
Fr~ce, the Netherlands, Denmark, Austria, New Zealand and the Union of 
Sou th Africa. . 
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credit during World War II, in 1948 and 1949, and during the Korean War. 

The usual procedure was for the Adm1nis'tration to decree, after hav1ng 

received authority to do so fram both houses of Congress, the re~ctive 

minima md muima. on the basis ot ex1at1ng market conditions. (Minor 

modifications were made on a fev subsequent occasions, re.f'lect:l.ng 

marginal changes in' conditions.) Britain's eJlPerience that is MOst 

pertinent concerns the years 19S6 to 19S8. There the regulatory deVices 

vere much more comprehensive than any yet attempted in North .America. 

They restricted, in addition ta down payments and repayment intervals, 

equityand long-term debt issues of. sales f'inance companies, and they 

also involved the imposition ot special taxes on durable goods. There, 

too, it vas the legislative am rather than the executive or the central 

bank that made the ult1mate decisions to take restrictive action. In 

Canadaf the government, at the request of the Bank of Canada, :fmposed 

minima for dom pa~ents and maxima tor repa;yment intervals on two 

occasions: during World War II and the Korean War. 

The effects of the above devices on the economies concemed cm 

be c1asaitied optionally ai ther as part ot the case tor or the case 

a gain st them. This ia due to the tact that they have been, and indeed 

must always be, both positive and negative. The purpose of the restric­

tions is ta cause prospective borrowers to either desist tram borrowing 

altagether, at least until'some future date, or to reduce the amounts 

that they currently do borrov. There can be no doubt that they must 
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achieve this purpose to a certain degree. S After al1, they signiticantJ.y 

augment the disutilities associated with this type of borrowing (although 

the degree to which they do so is necessarUy indeterminate sinee i t 

requires lmowledge of the level of borrow:l.ng that would otherwise have 

prevailed) • It therefore seems realistic to assume that regulation 

succeeded, on the occasions mentioned above, in rendering the level of 

new camnodity instalment credit extensions and also, therefore, the 

concurrent level of total outstandings, substantially lower than they 

would otherwise have been. Corresponding, though probably someHhat 

weaker, effects on the levels of output of the industries that produce 

the durable goods involved can also be assumed. This implies fUrther 

that the destabilizing potentialities of these industries were circum-

scribed accordingly. 

Sm vin of the fact that no camtry has ever restric~d onlyone 
of these variables 'tl;'ere is no practical way of isolatingempirically the 
respecti ve consequences of each of these aspects of regulation. It is 
!Dtui tively plausible that, in all like1ihood, imposed minimum down 
payments are a less effective device than imposed maxlm ... ·,l1 rep~ent 
intervals. This is so because automobiles conati tute the largest category 
of goods concerned. Since the trade-in allowance frequently represents a 
major portion of the sale price of the new vehicle, the regulatory 
mcrease in down payment would have to be a very large one to have a 
meaningful impact in a substantial proportion of transactions. This is 
much less true, however, of transactions involving the other consumer 
durables, where trade-ins are :.:oelati vely rare and generally involve only 
minor portions of the sale price of the new good. The restrictions on 
the rep~nt intervals, on the other hand, are probably a more effective 
deterrent because they would compel the borrower to divert trom other 
uses larger portions of bis post-loan income now than he would othendse 
do, although it also reduces his interest costs. 
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But there are a number of reasens why we cannot be similarly 

sanguine about other aspects of the effects of regulation, either on the 

above occasions or in general. Regulation is imposed in circumstances 

of rising incomes and, probably, of rising expectations with respect to 

future incomes. The prospective bOlTowers whom the regulations inhibited 

therefore turn to the satisfaction of other wants according to a certain 

hierarchy, in the pursui t of which the regulations place no obstruction. 

It seems higbly unlikely, gl. ven the circUInstances, that the want of 

increased savings ranks highJ.y wi thin that hierarchy. Undoubtedly J 

people veer towards increased consumption of other goods and towards 

other sources of credit. "Thus the result of changl.ng the terms of 

commodity instalment credit is likely to be a heavUy directions! effect, 
. 6 

rather than an influence on the level of national income generally.tt 

And there is littJ.e reason to suppose that the industries that benefit 

from this directional effect are entirely devoid of destabilizing 

capabilities of their own. Moreover~ these regulatory devices are aimed 

st the leval of demand for consumer durables, especially automobiles. 

They therefore dampen the demand for the specifie type of credit that 

caters to this sector. Sales finance companies and the various retailers 

who provide conunodity instalment credit are hit. However, since the 

latter, especiaUy department stores, also sell other goods on credit, 

and since the level of demand for these other goods rises, it is the sales 

finance companies who are the main victims. The bSlks benefi t inunensely 

... 4!cCracken, Mao, and Fricke, op. cit., p. 155. 
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and so do the consumer loan companies, including, ot course, those 

attiliated with sales tinance companies. Apart trom the by no means 

irrelevant considerations ot institutional equity that thus arise, all 

this is really' the other side ot the coin as far as the otfsetting 

effects discussed in preceding sections are concerned. Now the use of 

devices designed to weaken intlationary pressures in the consumer durables 

sector leads to the strengthening of infiatl.onary pressures elsewhere. 

The foregoing is not intended te suggest that the use ot these 

devices on the occasions speci.fied was necessarily unwarranted or 

unsuccessful. These were occasions when var was being waged, had just 

been waged, or seemed imminent. The reglllations thus consti tuted only one 

aspect of a large set of controls and policies designed to orient the 

econany along lines dictated by exi.sting and anticipated mili tary and 

political considerations. Their eftectiveness, like that of analogous 

restrictions, depended ultimately on the willingness ot the general public 

te subordinate their individual preferences to the national interest. It 

is probable that this willingness did in tact exist in large measure on 

these occasions, but it is at least. a plausible hypothesis that it w.wld 

not have been torthcoming to nearly the same degree in the absence of a 

national emergency. And,. glven widespread popular antipathy te restraints 

of this ldnd under normal conditions, it is to be expected that the 

directional reactions mentioned above would occur a fortiori. Nor would 

these likely be the only reactions to peacetime regulation. A variety 

of purely evasive ones could also be envisaged. Objections to regulation 
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on equity grounds also arise. In particular, cash purchasers of consumer 

durables would be spared sacrifices at the expense of credit purchasers. 

The sarne would also be true of individuals with access to other forms of 

credit, secured either by their present assets or by their relatively 

high and determinate anticipated future earnings, in contra st with, say, 

those members of the working class whose incarne levels are highly 
7 

vulnerable to the business cycle. Another set of possible difficulties 

derives !rom the upsurge in commodity instalment lending that could be 

expected to follow the lif'ting or relaxing of the regulatory controls. 

These upsurges have, on the occasion mentioned above, been of very 

considerable force in Canada. BAnd, rather ironically, they probably . 

occurred as belated concomittants rather than substi tutes for the 

directional reactions that developed while the regulations were in effect. 

In other words, it is probable that, given the optimistic expectations 

held by the general public, many people attempted to satisty other Watts 

during the periods of restriction and then, later, borrowed to acquire 

the consumer durables that they had desired all along. While it is true 

that post-regulation upSUrges may well nourish the destabilizing potanti-

ali ties inherent in the automobile and other consumer durables industries, 

it does not, however, necessarily follow that they are always undesirable 

evants. They usually develop during the early stages of a ganeral 

7For a more complete discussion of these considerations, see 
Harry G. Johnson, The Canadian Quandarz, Toronto, McGraw-Hill, 1963, 
pp. 220 ff. 

BSee Chart IV-4. 



- lBS-

downswing and therefore contribute te its amelioration. We observed 

above hOll this occurred here in 1952 and 1953" and Canada' s experience 

probably corresponded to that 01' other countries in analogous circwn­

stances. Problems arise subsequently" when the upsurge continues into 

the upawing. Here" too, Canadian experience is relevant" as is that 01' 

the British. As one authoritative British commentator observed in 1959" 

about a year ai'ter the expiration 01' the regulations: 

"The proper conclusion to be drawn !rom these last 
two weeks 01' sndden LCorrmodi ty instalment lendinil 
spree May not be that there should be gt"eat 
apprehension for the Short term" but that there 
needs to be a reconsi~eration for the ;Long term •••• 
The system ot varying these controls as a weapon 
to regulate the economy has Shown itself to be a 
system 01' creating widely :f'l.uctuating cycles in one 
relati vely Small sector 01' industry,... They have 
not been a good anti-inflationary regulator to use" 
and there should he a

9
strong prejudice against ra­

imposing them sgain." 

The Radcliffe Commi ttee explored the whole matter thoroughly 

(i t wUl be recalled that the controls Bri tain imposed during the mid-

'tifties went tar beyond those ever attempted in either Canada or the 

U.S.A." even in wartime)" and came to the tollowing conclusion: 

"The se controls have the advantage ot securing a 
sizeable and rapid impact on total demand; but 
tbis is a once-for-all effect" which tends quickly 
to dis appear • They are open to easy avoidance (as 
distinct from evasion) wbich grows rapidly if the 
controls are maintained for any appreciable time, 
and we could not recommElld any attempt at a general 
control of trade credit which would seem to be the 
only 10gical w~ ùf stopping snch avoidance. Ab ove 
all" these controls have severe directional effects 

9The Economist" (London)" November 8, 1959" p. 480. 
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whlch are potentially harm1Ul to economic progresse 
It may sometimes he deslrable to secure just these 
directional eff'ects: If' at a time of' exce~sive 
demand the :Industries most atfected by these 
controls happened to be among those with the 
longest order books and most inf'lated activity, 
there would be a clear balance of advantage in > 

imposing §ommodity installïîënt credig' contro1s 
while other, slower-working, restraints were brought 
into play. There mal' thus be times men the autho­
rl t1es will be justlfied in using §ommodi ty instal­
ment crediy controls for a quick effect while the 
inflnence of other measures ls working tbrough; but, 
apart fram special cases of this kind, they should 
be rêluctant to use these controls for operating on 
the general economic situation."lO 

It ls now appropriate to refer briefly to a few other possible 

regulatory devices. The tirst wo of these are loan ceilings and minimum 

collateral requirements on short-term borl'Owings by lenders. They bave 
. 11 

been mooted in the li terature .tor some years, but,· as .tar as can be 

ascerta:lned, there ls no precedent for their having been imposed. by 

decree. Loan ceilings would fix the total out standings of each sales 

finance company or analogous lender at a maximum derived :trom its total 

out stan dings as at the date the regulation came into effect, or f'rom 

some sort of average total for a certain base periode They bave the 

advantage o~ being easUyenforced: unlike the regulation of lending 

terms, discussed above, it would not be necessar,y to police hnge numbers 

of transactions. But the,. are also subject to some serious drawbacks. 

London, 

llSee, for example, J .S. Earley, "FUrther Comment, Il Consumer 
Inst&lment Credit Series. Part II. Volnme :U, p. 154. Also, McCracken, 
Mao, and Fricke, op. cit., p. 163. 
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The most objectionable of these is that they would discriminate among 

individu al lenders. Smaller lenders, or those who for one reason or 

another were entitled to only a relativeq small quota would f'ind them­

selves at a severe disadvantage in relation to their larger canpetitors. 

There would a;Lso exist a strong :lncentive for devising the sort of black 

market arrangements that were fairly prevelant in this country during the 

last war when analogous maxima were imposed on a variety of :industries. 

Al though the device of minimum collateral requirements on short­

term borrowings also lacks official precedent it has, as we saw earlier, 

an ample basis in the actua! insti tutional practice.s that have developed 

in Canada and, no doubt, in other countries·as welle Details can be 

found in the prospecti of virtually all Canadian sales finance companies, 

in the form of quotes fran trust indenture requirements of accounts 

receivable that must be pledged in support of the short-term issues :in 

question. Since, however, it is usually the very purpose of these issues 

to generate further accounts recei vable subj ect to an approximate one-for­

one correspondenca, it may be doubted that this device constitutes a 

meaningful constraint on the lending capacityof the borrower, although 

it is certainly useful as a means of ensuring his solvency. One potential 

effect, and this can be discerned from the empirical data reviewed above, 

is to push sales finance companies further into the long-term debt and 

equi ty markets than they might otherwise have gone. Another possible 

consequence, although the empirical data considered above are ambiguous 

as to its actua! occurrence, is that affected companies might turn to 
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their subsidiaries or atfiliates for loanable funds. This escape hatch 

vouldl as ve know1 be available on a mean1Dgf\ll scale in Canada only to 

the larger firms. It would t:tm.s end.ow them wi th yet another canpeti ti ve 

advantage over their smaller rivals. Also, th1s restriction wœld have 

practically no effect on retaUers whoae operations include selling 

consumer durables on the instalmerit pla. 

EssElltially similar discr1miDatory considerations arise with 

respect to another regulatory dence; the imposition of restrictions on 

the long-term debt and equity fuDds that sales finance companies may 

obtain. As vas noted above, this device was resorted to in Britain 

during the mid-'fifties, in conjunction vith the familiar conventional 

controls, and the indications are that it helped make the overall 
12 controls fairly effective in restraining her sales finance industry. 

A variable excise tax on consumer dI1rables l however financedl 

avoids the discriminatory effects that we have been discussing, and is 

also _ch easier to administer.13 It would not, howeverl be without 

vexations of its own. Problems would arise as to the differential rates 

12Cur!ouSq, th~ British authorities neglect.ed to pronde tor the 
tact that BritiEh sales finance cœpanies, unlike their counterparts els&­
where, accept substantial amounts of unsecured deposits .t'rom the general 
public. It has been suggested (by McCracken, Mao, and Frickel op. cit.1 
p. 162) that this loophole enabled the Br! tish industry to circumvEllt the 
government's lntent to an appreciable degree. 

~lton Friedman has argued plausibly that the regulatd.on of 
down payments and repayment intervals also constitutes a tax in its 
effects, but an objectionalone l tor most of the reasons discussed above. 
See bis "Consumer Cred:! t Control as an Instrument of Stabilization PolicY' 1 n 
in Consumer Instalment Credit Series, Part II, Volume II, pp. 86-95. 
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appropriate to the various goods taxed. G1ven the higbly imperfect 
markets for consumer durables .. there would probably be significantly 
dif'ferent ta-shifting mechaDisms to reckon with. It might alao arouse 
eJq)ectations of .t\1rther tu changes that could have awkward consequences 
in the .tuture. And .. it is not inconceivable that once the government 
became accustomed ta the substantial revenues that such a tax would 
undoubtedly generate .. it might be loath ta forego them when conditions 
Changed.14 

The foregoing discussion of what might be termed the conventional 
methods of controlling commodi ty instalment cre di tenables us to better 
appreciate the dilemma that confronted the Bank of Canada during the mid-
• fifties. Here vas the econOllly being subjected to strong infiationary 
and .. in its view .. misallocative .. forces .. with the sales finance industry 
acting as a ver,y energetic agent of sane of them.. but in circumstances 
that made it doubtful that conventional controls would be effective. 
The sense of national emergency that had been inspired by the Korean War 
had largely abated. Prevailing boom conditions were nowhere more pronounced 

14canadian experience attesta to the reali ty of this prospect. Special excise taxes were 1mposed during the Korean War on automobiles" phonographs and television sets. These vere maintained .. though at reduced rates .. alter the emergency had ended .. through all of the cyclical phases that the Canadian economy experienced untu 1961. ihen the tu on automobiles was repealed.. but those on phonographs and television sets are still in effect. 
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than in the autanobile 1ndustry" where an aesthetic revo1ution had 

combined uith ris1ng :incomes to elevate demand to unprecedented 1evels. 

It was theraiore raasonable that the Bank of Canada shou1d eschew the 

ragulation of down payments and reps.,vmentintervals, and attempt :instead 

ta persuade the salas finance industry to exercise self-restraint. 1be 

attempt failed" as ve lmow. 

So the Bank turned ta the char.tered banks; vi th whom i ts 

relationship over the preceding two decades constituted samething of a 

monument to moral suasion, and suggested that they curtai1 the1r loaDS 

ta the sales tinance indllstry. The banks acceded" but the consequences 

brought l1ttJ.e satisfaction to the BaDk. 1'he 1arger sales tinance 
. . 

companies, who oVerwhelm:ingly dominated the induatry" proceeded to 

replace the lost loanab1e funds by recourse to both the long and short­

term money markets" and cirew on U.S. sources as welle (It ia also quite 

conce1vable that they succeeded in expanding their lending operations 

beyond mat they would otherw:lse have atta1ned, by tilling gaps resu1ting 

!rom contractions by smaller companies less able than they to borrow 

outside of the banking system.) Bence the Governor's sharp attack on 

them in bis Annuel. Report for 19$6. 

ADyone not pri vy to the del1berationa of the sEllior management of 

the Bank of Canada during the late-'fitties 1s necessari1y at a disadvantage 

in a discussion of i ts policy of those years vis-à-vis the sales finance 

industry. There is a good deal less objective evidence conceming both 

its motivations and its overt actions during tllis period than there is for 

the earlier one. 1he Bank made no declaration analogous to that ot 19$7. 
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Nor did Mr. Coyne reter explicite1y to the industry in any ot his 

increasing1y traquent and outspokan public pronouncements. Neverth.e1ess" 

i t is c1ear that the 1ater evants must be considered vi th the earlier 

ones in mind. 

For the Bank, a memorab1e teature ot i ts 195"'1956 encounter 

with the sales tinance industry must have been the latter' s ability to 

tend ott, to a degree that tar surpassed that ot other tinancial inter-

mediaries, the restraints ot both general monetary poli.cy and the specitic 

measures directed against i t. It is not unreasonab1e, theretore, to 

attribute to the Bank's management a certain receptiveness to the transter 

ot.a sizeab1e procyclical and potentially destabilizing phenomenon, 

commodity instalment credit, tram a sin~lar1y recalcitrant'institution 

ta a tradi tional.ly tar more mal1eab1e one. It is worth reca1ling, in 

this connection, that the chartered, banks had not moved appreciab1y into 

this 1ending area during the mid-' titties" even though the jus1;-amended 

Bank Act had endowed them with the power to do so and in spite ot the 

re1ative1y profitable prospects therein. Add the tact, documented 
15 . 

earlier, that the Bank regarded this transter as the rectitication o! 

an existing institutiona1 inequity" and the impression emerges that the 

Bank vas perhaps more disposed, in 1959, to countenance the partial 

disp1acement ot an obdurate industry than it vas concerned with reducing 

the total supp1y ot commodi ty instalment credit. There probab1y ex:i.sted, 

in its viey, a 1ess urgent· need than betore to achieve the latter end, 

15see Chapter II. 
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in any case. Demand for automobiles and consumer durables generally was 

high, to be sure, but there was no upsurge comparable to that of the Mid-

, fifties. On the other hand, the horizon, as scanned by the Bank, was 

marked by a variety of inflationary portants, of which the high demand 

for these goods was but one. It was, in a word, the aggregate of all 

manifestations of "excessive" spending that was increasing1.y arousing its 
16 

anxiety and engaging its energy.. 

Seen in tbis light, the failure of the Bank to repeat its appeal 

to the sales finance industry for self-restraint is more comprehensible. 

It could now reasonSbly anticipate that market forces would achieve what 

diplomacy, which had already failed once, might note The banks bad eut 

the industry' s credit whi13 moving into the sarne lending field themselves. 

This last development promised ta be an especially effective restraint on 

the industry. In 1955-1956, when the industry's bank credit had been eut, 

no other lender of commodity instalment credit had filled the breach. Now 

there would be less breach to fille There existed, in effect, reason to 

believe that, although the industry could replace lost bank credit by 

offering, as it had done before, appropriately high interest rates to 

nonbank lenders, i t might choose not to do so ta the same extent. As ve 

saw above the :interest rates that the :1nd"stry vas able to earD during 

this interval were displaying a distinct stickiness in an upward direction. 

Thus, 1t could be eJCPected that demand for c ommo dit Y :instaJJnent credit 

l~t May be noted, in this connection, that in his Annual Report for 
19,9 the Governor of the Bank of Canada inveighs against ex1.sting 1evels of 
aggregate spending, especially on imports, but implies relative equanimity 
on the subject of demand for consumer durables. 
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was approacbing a level where i t was no longer so invincibly interest­

inelastic. 

The above analysis does not, however, constitute an endorsement 

of the Bank of Canada's activ';.ties during this periode Many witers have 

criticized both its obsessive preoccupation with the perils of inflation, 

at the expense of other considerations, and the specifie steps it took to 
17 

fight them. It can be granted, on the basis of the foregoing, that the 

Bank did not lack reasons for concern about the phenomenon of commodity 

instalment credit in general and the bebaviour of its leading purveyor in 

particular. Nevertheless, the measures taken by the Bank or the evants 

toleratad by it cannot be regarded as Ideal. There are two categories of 

reservations; the .tirst relating to their effects on the phen01l1enon and 

the second to their consequences for i ts main insti tutional vehicle. 

Let us consider the second category tirst. The writer's interviews 

'Vith industry people and a reading of the evidence presented by members of 

the sales finance industry to the Porter Commission produced an unambiguous 

sense of the trauma that they e:xperienced wben subjected, in their view at 

the Bank' s behest, to sharp1y restricted bsnk credit, on the one hand, and 
18 

very substantial bank competition on the other. This, together with what 

17See in particu1ar, H. Scott Gordon, op. cit. 

18For examp1e, the following appears on pages 99-100 of the sub­
mission of the Federated Council of Sales Finance Companies to the Porter 
Commission: 

"While the 1956-1957 bank credit line treezes and 
reductions were imparted through financial institutions 
which were then only marginally competing with the 
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thel" regarded as a growing encroachment on the part of the Industrial 

Developmant Bank into other lending areaa where thsl" had been operating 

sales finance :lJldustrl", the 19S9 situation was 
drasticalll" diff'erent. The wide eut in bank credit 
lines, caninS at a time when many of the chartered 
banks were acta vely expandins their operations in areas 
competitive with the sales finance industrya raised a 
problem of business impartial! ty tewards custamers who 
had now become competiters. 

"The suddenness of the cuts and their extension te 
large and small sales finance companies is strongly 
questioned bl" a large number of members of this 
CouncU. Ravins regard for the economic situation in 
19S9, it cm be said that the wrong policies vere 
transmi tted through the wong channels in the wrong 
manner. 

"S:lJlce the meetings between the' Bank of Canada and 
representati ves of the sales finance industry in late 
19S6, there have been no contacts between monetary 
authorities and the sales finance industry.tt 

(Emphasis added.) 

Elaborating on this in response te questions .f'ram Commissioner 
Gibson, Mr. R.M. Willmott, President, Traders Finance" explained .f'irstll" 
that bl" "vrong policies" the Council was referring te the fact that the 
restrictions of bank credit came after the industryl s new-loans-extended 
indicator had peaked. Then the following exchange occurred: 

Commissioner Gibson: "Yeu do imply here in effect 
that this vas the policy of the central bank. Is 
this sO?" 

Mr. Willmott: "That vas our understanding, yea. Il 

Commissioner Gibson: "The banka put this into affect, 
the chartered banka, ia that not right?tr 

Mr. Willmott~ ''We understood that it vas the result of 
a c1irecti ve fram the Bank of Canada or aiter discussion 
wi th the Bank of Canada that the chartered banks put this 
into e.f'fect at a time when the chartered banka were 
becoming more and more competitive vith us in our own field." 

(Page S466, Hearings at ottawa, Sept. 24, 1962. Emphasis added.) 
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19 
on an increasing scale, conf1r.med earlier fears that they had became 

samething of a pariah in the eyes of the ~onetary authori ties. So they 

began to look afield, and further intensified their efforts towards 

diversification, as illustrated by the behaviour, discussed above, of 

lAC and Traders Finance. 

That this . diversification of outlays (and the concomitant 

diversification of borrowings), was not an altogether wholesame develop­

men t did not become apparent until 1965, when the collapse of Atlantic 

Acceptance Corp. plunged the industry into a criais from which it has not 

yet fully recovered. In i ts wake the liquidi ty of Many sales finance 

companie:'3 was impaired. Some, like Laurantide Financial Corp., Alliance 
".:.. 

Cl~di t and Labrador Acceptance, were actually dri ven into receivership 

or reorganization, wi th reverberations that are still fel t throughout 

Canada's entire financial system. 

It is, ot course, too much to suggest that the Bank of Canada 

bears any direct responsibility in these episodes.
2O 

'l'hat responsibility 

must be laid at the doorsteps or the managements of the lims involved and, 

to a less~r degree, at those of their counterparts throughout the industry. 

But the Bank is not without a measure of indirect responsibility. lts 

behaviour towards the industry during the latter pa:rt of the 'fi:rties 

19See FaSFC, pp. 57-63, for a rather spirited criticisn of the 
inroads made by the IDB into the domain of the Council's members during 
1960 and 1961. 

2OIndeed, the Bank is to be credited with having taken prompt and 
effective action during the latter part of 196, to stabilize the seriously 
deteriorating situation that developed after Atlantic Acceptance failed. 
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defiDitell' contributed to the evolution of an env.i.ronment in which these 

contretemps became 1ncreaaingly possible. The Bank al80 commi tted error" 

of anission dnring these and later years, the most serious of which was 

its failure to promo te a healthl' liaison with the 1ndUstry. It permitted, 

in other words, the rebut1' that it had experienced in the mid-1fitties to 

set the diplomatie tonelong after it had lost mucb of its relevance. 

'When test1.fy.l.ng before the Porter Commission in 1962 indnstry representatives 

repeatedly expressed tbeir desire tor contacts with the Bank on a reciproeal 

and continuous basis.
2l 

If these upressions had been responded ta (and 

tested) dLlnng the early 'sixties to a greater degree tban is visible to 

an outside obaerver~ it is not incODceivab1e tbat the indllstry's 

vulnerabilitl' might have been recognized and perhaps mitigated. 

The Bank' s experienC8 dnring the decade under review vi th 

commodity instalment credit test1.fies above aU te the J.im1tatLons of 

monetary: policy, especially when UDcoordinated w1 th fiscal pol1cy. Apart 

from its probably inapplicable option of asking the govemment to regulate 

down pa,ments and repa,ment intervals, theonly d.evices ava11able ta it 

alter 1952 were 1nherently incapable of attacking the roots of the problem$ 

namely the high levels of demand for automobiles and conswner durables 

generally. The Bank could only attempt to curtail the supplyof 

commodity inétalment credit and it found, as did soma of its counterparts 

in other countr.les, that the main institutional targets were largely' 

beyond the scope ot its writ. 

21see, for exemple, FCSFC, pp. 99-100. 
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Given its roots, there is, as WB have seen, no easy policy 

prescription for the problem of excessive cammodity instalment credit 

that will be appropria te to a1l seasons. When it arises i t must, like 

other manifestations of unduly high demand, be deal t vi th by a variable 

mix of fiscal and monetary measures. There must exist, as an indis­

pensable precondi tion, an intimate and cooperative relationship between 

the various polie," makers. There mst also exist an active rapport and a 

mutual feeling of confidence among the financial institutions involved. 

It is encouragl.ng to observe that the current management of the Bank of 

Canada an d the Ministers of Finance of the past few years seem to have been 

more conscious of the for.mer consideration than some of their predecessors 

were. The sarna" it seeme, can also be said with respect to the latter 

consideration. As the wri ter learned while gathering data for this study, 

discussions have taken place recently between the Bank and ropresentatives 

of a severely chastised sales finance industry, with results that augur 

rather favourably for the future. 
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